‘Open Forum 


HE search for basic truths, for 
wider knowledge and for better, 
“more efficient practices is at all times 
a conse pursued in every profes- 
ion conscious of its vita] needs. 


‘The quest is maintained through 
‘individual enquiry and corporate 
‘eonsideration. Every profession has 
/its quota of creative thinkers, men 
to whom the status quo is not sacro- 
‘ganct, who seek always the “whys” 
¥ S doing things in the accepted way. 


‘The results of the searching are 
he vitamins which spur progress in 
professions. For maximum value 

be realised from such results their 
‘widespread dissemination is essen- 


Jt is here that such journals as 
Australian Accountant  per- 
most important func- 


‘fe n a 
. By publishing the written and 
4 


bken words of the accounting pro- 
Mession’s thinkers, researchers, edu- 
: tionists and specialist authorities, 

» Society’s journal endeavours to 

eep members of the profession in- 
{ med of current trends in thought 
"and practice. In this way new con- 
‘tepts and techniques as recorded in 
the journal may be read and studied 
according to the valuation 
Placed on them by each individual 
Te der, approved or _ disproved, 
dopted or discarded. 


| Inevitably new ideas are accepted 

@id incorporated into the scheme of 

ings. They become the standard. 

for how long? Only until such 

he as another enquiring mind re- 

ls a new concept or practice of 
sat potential. 


,80 the profession progresses. But 
WWays progress is conditioned by 
Adividual evaluation of the ideas 
t forward, and not always are they 
ori acceptable. An example is 
vided by the article “Internal Ac- 


me ite 
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counting Reports to Management” 
which appeared in the September 
issue of the journal. Some of the 
statements made by Professor E. 
Bryan Smyth in this article 
prompted W. A. Dick to contribute 
further material on the subject under 
the title, “Responsibility rage 
and Reporting”. (See page 552 
this issue.) 

Another article, “Budgeting as a 
Farm Management Aid” by R. E. 
Gallagher of the Hawkesbury Agri- 
cultural College, N.S.W. (June 
issue), has brought the commenda- 
tion of C. I, A. Beale, agricultural 
officer with the Economic Depart- 
ment of the Bank of New South 
Wales. He contributes some further 
helpful comments on budgeting in 
farm management. Also in this issue 
appears a rejoinder by C. C. Smith 
to criticism of his article, “The In- 
creasing Overhead Burden” (July 
issue), made by J. B. Swanson in 
the September issue. 


The journal thus provides in effect 
an open forum, a medium for readers 
to put forward ideas of fundamental 
significance or of technical interest 
and value, and a medium for readers’ 
critical or laudatory surveys of other 
contributors’ efforts. 


Everyone subconsciously forms 
some opinion about any and every 
subject which comes under his 
notice. Opinions of value, however, 
are arrived at by conscious con- 
sideration of the factors cogent to 
the subject. 


In the rapidly developing profes- 
sion of accounting differences of 
opinion must arise constantly and 
inescapably ; the ventilation of such 
opinions and their debate and dis- 
cussion in the columns of The Aus- 
tralian Accountant must inevitably 
react to the benefit of all members 
of the Society. 
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RESPONSIBILITY ACCOUNTING 
AND REPORTING 


By W. A. DICK, B.COM., A.A.S.A., A.C.A.A., partner in charge 
of the management advisory division of Fuller, King & Co, 


What is responsibility accounting? 

How is it installed and how does it 
work? 

Does it supersede conventional ac- 
counting systems? 

Are there significant benefits to be 
gained from its introduction? 


Satisfactory answers to these 
questions will not be found in cur- 
rent papers and articles published 
in our accounting journals. In Feb- 
ruary 1958, the Australian Society 
of Accountants published a technical 
bulletin on responsibility accounting 
which contained an_ interesting 
synopsis on the application of cost- 
ing for control purposes but which 
scarcely got into motion on the real 
nature and application of responsi- 
bility accounting. In his paper, “In- 
ternal Accounting Reports for 
Management”, (The Australian Ac- 
countant, September 1958) Profes- 
sor Bryan Smyth concisely sum- 
marised the principles which should 
guide accountants in preparing state- 
ments for management as follows: 

“Reports should be related to the 
functional responsibilities within the 
organisation. The attainment of planned 
objectives is made possible by the alloca- 
tion to individuals of definite responsi- 
bility for specific activities. Reports 
which inter-relate functional responsi- 
bilities do not always permit of manage- 
ment action or control and should there- 
fore be supplemented by detailed reports 
separating these responsibilities.” 

However, Professor Smyth actu- 
ally dealt fleetingly with the subject 
of responsibility accounting and the 
illustrative reports presented by 
him broke no new ground and in 
many ways represented a direct 
antithesis of the principles of re- 
sponsibility accounting, because of 
the accounting technicalities un- 
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necessarily projected into reports 
going to operating personnel, and 
further, because the statements sub- 
ordinated the control of expense to 
a minor role. One can only assume 
that the two writers are in accord 
with the principles of responsibility 
accounting but have little available 
literature from which an informative 
presentation of the subject can be 
given. 

Examples of true responsibility 
reports were presented by W. J. 
Stewart, senior lecturer in account- 
ing in the University of Melbourne, 
in a paper presented to the Austral- 
asian Institute of Cost Accountants 
following his recent return from the 
U.S.A. The paper has been published 
as a cost bulletin. One of the 
examples quoted (reprinted from 
Professor Vatter’s Managerial Ae- 
counting) is shown below as a direct 
comparison with the conventional 
departmental type of statement used 
by Professor Smyth. 

It is the objective of subsequent 
parts of this article to show how such 
statements fit into a full system of 
responsibility accounting and report- 
ing. 

Progress Overseas 

Today, progressive utility com- 
panies in U.S.A. are no_ longer 
shackled to a rigid system of at 
counting and reporting based on ac- 
count classification requirements of 
regulatory commissions. They have 
accounting systems designed for the 
needs of the operating man and 
providing for the reshuffling of 
figures for compilation of reports to 
the Public Service Commission. 

The special situation in the utility 
field and the success gained with 
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From Paper on Responsibility Accounting (Cost Bulletin, October 1958) 


Fig. 2 
PERFORMANCE REPORT 


Department 18. 


Month ended March 31, 19.... 





Actual 
this 
Month 


33,720 


Item 
Net production in pounds .. .. 
Direct labour hours .. .. .. .. 
Machine hours operated 


Budget, Actual, Over 
Year Year 


or 
Under(*) to Date to Date 


or 
Under(*) 
280° 109,000 107,858 1,142¢ 
48° 5,450 5,510 60 
116° 10,300 10,290 10* 


Over 





Controllable Operating Gherenes 
Materials requisitioned .. 
Direct labor 0 2 ae 
Supplies used .. és 
Power consumed .. 

Lighting .. . 
Indirect labor charges 


3 
440 
76° 
4° 


346 66 


4* 


188 8 





Total controllable charges $10,984 


$11,414 


$430 $35,207 $36,467 





Controllable charges _ per 


pound of output .. $.3231 


$.3385 


$.0154 





Materials have been of poor 


quality, necessitating the use of greater quantities. 


Power 


was being wasted by slipping belts; this condition is now corrected. Production has been held 


up by breakdown of machinery; repairs now made. 
personnel department is responsible for the excess cost of indirect labor.—W. J. 


Managerial Accounting, p. 118, Prentice-Hall. 


installations provided the spark for 
a wider effort to relate accounting 
to the needs of operating personnel. 
Whilst no difficulties arose in extend- 
ing responsibility accounting to com- 
mercial businesses, manufacturing 
organisations faced a more complex 
problem because of the triple de- 
mands on the accounting system for 
product or process costs, inventory 
pricing and cost control. During the 
past few years, a small band of ac- 
countants, which included my own 
frm’s U.S. associates, has had con- 
siderable success in modifying and 
extending responsibility accounting 
to meet the needs of manufacturing 
organisations. 


The need for change was stated 
well by Mr. J. W. Morgan in a paper 
Which he presented to the South 
African Institute of Mining & 
Metallurgy in November 1957. In 
commenting on his company’s (Stil- 
fontein Gold Mining Co. Ltd.) reasons 
for introducing responsibility ac- 
counting Mr. Morgan said: 

“Tt was felt that a costing system was 
needed which would provide not only for 
the ascertainment but also for the con- 


trol of costs. ... It is axiomatic that 
each official to whom authority for ex- 
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A wage rate increase authorized by the 
Vatter, 


From Paper on Internal Accounting 

Reports to Management (Australian 

Accountant, September 1958 issue) 

WEEKLY DEPARTMENTAL REPORT 
DEPT. A 


To: Works Manager FORM 1 
Supt. Dept. A 
Chief Accountant 
File 
(Losses in Black Type) 
Week Ended: 8 Nov., 57 


Fase: is oar — 





Details 





VARIANCES | 
Material | 

Purchase Price | 100 100 

Usage | 50 50 

TOTAL | | 50 | 50 
Direct Labour | | | 

| 

| 








Wages | 2500 
Recoveries 
RESULT 
Rate 
Efficiency 
No. of Operators 
Mftrg. Expense 
Direct Expense 
Allocated Exp. 
Sub-total | 
Recoveries 
RESULT | 
Budget | 











120 





2300 
1200 
3500 
3500 











Idle Capacity 
Efficiency 
MAJOR ITEMS OF 

EXPENSE 

Depreciation 

Rent 

Repairs and 

Maintenance 





Supplies 
Other 


TOTAL 
NON-PRODUCTIVE 
HO 


Ss 




















penditure has been delegated should be 

resented with the means of determining 
bis position in relation to the limits of 
his responsibility. He should thus re- 
ceive information concerning the ex- 
penditure which he has incurred and for 
which he and he alone is responsible. 
Once there is included any sum of mone 
not under his direct executive control, 
the value of the information is vitiated. 
Accordingly, a definite relationship 
should be established between the execu- 
tive organisation and the method of cost- 
ing so that expenditure is classified, re- 
corded and reported along the regular 
lines of authority.” 


Where Do Conventional Accounting 
and Reporting Methods Fail? 


Traditional accounting systems 
are inadequate as a management 
tool for planning and control for the 
following reasons. 


1. Statements are designed for the 
needs of the accountant and not 
the operating man. The illustra- 
tive statement (Form 1) presented 
by Professor Smyth as an example 
of a weekly report to a depart- 
mental superintendent incorporates 
costing terminology such as vari- 
ances on material purchase prices 
and usage, labour rate and effi- 
ciency, budget, idle capacity and 
efficiency on expense. The indi- 
viduals who control operations of 
a company, for the most part, are 
not trained accountants and never 
really understand any type of re- 
port which is full of accounting 
complications. These costing-type 
reports are no more than neces- 
Sary working schedules for com- 
piling profit and loss accounts and 
product cost statements and should 
never see the light of day as 
management reports. 


Architects confine the details 
and plans for frame construction, 
foundations, roofs, etc., for use 
by those working on the construc- 
tion. To their client they present 
elevations and floor plans which 
enable him to quickly visualise 
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and evaluate the house in which 
he will live. 


Much of what now goes into a 
counting statements is analogous to 
the plans for frame construction 
prepared by architects. Take the 
weekly production report (Form 5) 
used by Professor Smyth as an illus- 
tration of what is produced weekly 
for each operating department. Of 
what use are these cost calculations 
to the departmental superintendent 
or his subordinates? 


Public relations is fashionable to- 
day. Accountants are trying to write 
better business letters and attempt- 
ing to improve relations with share- 
holders by better presentation of 
annual accounts. Considered thought 
is given to press releases «nd state- 
ments communicating policy to per- 
sonnel. It is surely time that some 
of this effort should be turned to 
accounting communications with 
management. 


2. Too much information goes too 
high in the management hierarchy 
and too little to the lowest levels 
of responsibility. This is firstly a 
problem of management philo 
sophy and organisation. If re 
sponsibility is not delegated, there 
is no point in reporting to lower 
levels. 


Why should reports be related 
to individuals? Simply this, that 
because profits are dictated in a 
large part by the cost structure of 
a company, management is in- 
terested in a system which will 
help to control cost actively and 
the only way to do this effectively 
is through the people who are re 
sponsible for incurring those costs. 
Who is in a better position to con- 
trol scrap, indirect labour, down- 
time or economical use of supplies 
than the foremen on the floor? 
The totting-up of these costs at 
the end of the month and report- 
ing them to persons higher uP 
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the management ladder seldom 
achieves continuous control of 
costs. 

. Many items of cost are never sub- 
jected to adequate control and, if 
costs do get out of control, sub- 
ordinates often hear from their 
superiors long after the actual 
damage has been done. Where 
standard costing systems operate, 
variances are often difficult to ex- 
plain and special efforts on the 
part of the accounting division are 
needed to try to determine the 
reasons. Analyses have to be pre- 
pared and questions asked of 
people responsible for the work. 
If supervisors, foremen and staff 
men charge costs to the same ac- 
count number, it becomes impos- 
sible to determine their relative re- 
sponsibility. Since the operating 
supervisor or foreman seldom has 
much to do with budget compila- 
tion, he is not particularly con- 
cerned if he is over or under 
budget because it is not his budget. 
. Statements include many items 
which are beyond the control of 
responsible supervisors and execu- 
tives, in the way of allocations of 
administrative overhead, deprecia- 
tion, rent, rates and so on. The 
only items which should be re- 
ported to an individual are those 
over which he exercises control. 
If he is not responsible for profit 
and loss but only for cost control, 
then a statement which arrives 
finally at profit and loss for a 
period is entirely inappropriate. 


It seems time to give the subject 
of management accounting reports a 
good airing. 


Amount 
£400.0000 


Cost 





Standard 
Factory 


£.4000 


|| Rate 


£50.0000 ko | £10.0000 | £.1400 | £140.0000 | 


Week Ended 8 Nov., 
il 


Amount 


Manufacturing 
Expense 
£5350 0 0 





| 


Amount |! Kate 


Direct 
Labour 





Amount || Rate 


> 
> 
re J 
> 
~~ 


Materials 


v 
= 
~ 
c 
e 
2 


WEEKLY PRODUCTION REPORT 
Dept. A 
Cost 





TOTALS | 


If Hate 


} 
| 
| 


Quantity Unit 


| 


| 1000 | gross | £.2000 | £200. 0000 


! 


What is Responsibility Accounting? 


Essentially, responsibility account- 
ing is a system whereby costs flow 
up the organisational lines and are 
accumulated and reported at the 
various levels of responsibility. 


The philosophy behind this is that 
the best way to control cost is to 


Product 





| 


Works Manager 
Supt. Dept. B 
1285 | bolls Kyes 


‘Cat. 


No. 

















To: Cost Accountant 
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delegate responsibility to individuals, 
define their responsibility, give them 
an idea of what constitutes effective 
performance of their job and report 
back to them how they are going. 
If the latter step is to be accom- 
plished, costs must be classified or 
segregated so that they can be sum- 
marised firstly on the basis of “who 
did it” and then “reshuffled” to 
arrive at conventional product or 
process costs. In effect, responsi- 
bility accounting puts the emphasis 
on cost control for the purposes of 
management reports, arriving at con- 
ventional cost statements on a 
greatly de-emphasised basis. It is 
applicable to all activities of manage- 
ment, including service departments, 
selling and administration. 


How Does It Work? 


A company’s organisation plan is 
the backbone of any responsibility 
accounting system. A _ typical 
medium-sized manufacturing and dis- 
tributing company’s organisation 
chart is shown below (Exhibit 1). 


Although the subsequent illustra- 
tions are based on a standard costing 
system, the methods are equally ap- 
plicable to a job costing system and, 


with suitable modifications, to com. 
panies using process cost systems, 
In fact, most organisations of such a 
size that responsibilities must be 
delegated, whether commercial, in- 
dustrial, utility or governmental, will 
benefit from conversion to a responsi- 
bility basis. 


Taking the. segment of the com- 
pany represented by the heavy 
border in Exhibit 1,.we can show 
how operating costs will be accumv- 
lated and reported by the levels of 
responsibility within the organisa- 
tion. The system could apply equally 
in any other section—for example on 
the sales side from State managers 
or product managers through the 
general sales manager to the chief 
executive. 


The flow of responsibility and the 
equivalent reports are shown in the 
anchor chart (Exhibit 2). 


The report to the foreman of Pro- 
cess X in Department A consists of a 
listing of controllable expenses—not 
the total costs of his section—for 
which the foreman is to be held fully 
responsible. These costs have been 
previously budgeted by him and the 
actual costs are compared with the 





cH 
exec 





ter 
uTIVvEe 





















































| 
E& | [-- 





= 
3m = 





EXHIBIT 1 
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original estimate. The expense classi- 
fication can be flexible so that each 
foreman can have reported to him 
his expenses in the detail and by 
headings which he feels would be 
most useful in controlling his section. 


On the lower portion of this report 
is shown the productive labour at 
standard, with variances. The fore- 
man is responsible for the efficiency 
of the productive labour even though 
he would not be responsible for es- 


EXHIBIT 2 


Anchor Chart Showing Relationship of 
Reports to Organisation Chart 





Chief 
Executive 4th ony *Chief Executive 





Works. 
Manager 3rd one *Works Manager 





Superintendent 2nd Level 


Department A *Superintendent 


Department A 





; 
Foreman 


Process X 


Ist Level] *Foreman 
Process X 


*For details of these reports see respective 
exhibits. 


tablishing the budget of productive 
labour. If a job cost system were 
used, there would be no variances, 
and the labour reported would be 
actual with perhaps a comparison 
with budget. 


At the next higher level of re- 
sponsibility, that of superintendent 
of the department, the responsibility 
report shows total controllable costs 
for operations under the control of 
foreman of Process X as well as for 
the two other foremen of Processes 
Y and Z, for whom the superinten- 
dent is held responsible. In addition, 
the cost of the superintendent’s own 
office is included. He can have, and 
probably will want, statements for 
each of the foremen responsible to 
him. 


The report to the works manager 
shows the total controllable costs for 
the two superintendents, the produc- 
tion controller and the purchasing 
officer carried forward from their 
individual statements. The cost of 
the works manager’s own Office is 
combined with the controllable costs 
of all the other areas of responsi- 
bility to give the total controllable 


EXHIBIT 3 





Foreman—Process X 
Department A 


Controllable expenses— 
Snop Gupervisiom .. 2. bs se ce oe ee 
Oe PEP wcrc oo side. we, 9s 
UE Teles ce ue oo ce te oatne 40 
Pl. . incl shvbes Getee Ws! Katoh, cas 
DEE wer~aw'ws: od 09 “SO SER: 08-4 a~ 8s 
CD oe) bo eo hGh.tdd os oat Shite 
ee a 
Scrap and rework .. .. .. 
Running repairs .. 


Amount (over) under Budget 





Year 
to date 


This 
month 


Year 
to date 


This 
month 


(20) 
(12) 
(6) 
2 
3 
6 
(10) 
12 











£375 £1,784 £(25) £(95) 














Productive labour— 
SR <a eG we" we tel de eeowe eres co’ 
SE nk Alien oe es ct GEL wn col theded 


Standard (over) under Standard 





Year 
to date 


This 
month 


Year 
to date 


This 
month 


1,240 6,500 (40) 55 
£618 £3,410 £(18) £24 
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respect to controllable costs compar. 
ing actual against budget by the 
responsibility areas determined by 
the chart. 


We have followed only one line of 
responsibility from its lowest to its 
highest level. Similar reports would 
be prepared for all other lines of 
responsibility and, by reference to 


costs for which the works manager 
is held accountable. The productive 
labour has also been carried forward 
directly from the previous report. 
Again, detailed statements will be 
available to support the summary. 


The report for the chief executive 
concisely summarises the perform- 
ance of the entire company with 


EXHIBIT 4 





Superintendent— 
Department A 


Controllable expenses— 
Supervision .. 


Expenses of superintendent's” “office J la 


Process 


Wemeae Se ee eee! oe. OAR 


UE Gh ae oe we us ct € 


Amount 


(over) under Budget 





This Year 
month to date 


120 

64 
375 
418 
266 





£1,243 





Year 
to date 


12 
(316) 
90 





£(309) 








Productive labour— 


Process } 


PIT oo 0 255145 (law io cl labl lab Vea ulbd 


PeeNse Bina os %e0 


Standard 


over) under Standard 





Year 
to date 


This 
month 


618 


723 
474 





£1,815 








This Year 
month to date 


(18) 24 
(34) (106) 
25 14 


£(27) £32 
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Works Manager 


Controllable expenses— 
Departmental supervision 


Expenses (Works Manager's office) 


Superintendent— 
Department A .. .. .. 
Department B.. .. .. 
Department C .. .. .. 

Production controller .. 

Purchasing officer .. 


Amount 


(over) under Budget 





Year 
to date 


This 
month 


175 875 
465 


6.026 
3.419 
4,573 
966 
779 





£3,497 £17,103 





This Year 
month to date 
(10) (26) 
(95) (309) 
102 146 
(8) (118) 
12 50 
16 64 





£17 £(193) 








Productive labour— 
pe Pee 


Department B-..-65 6s ae ot 6U-es os oe ee 
ONENNR GD Be cc ce oe SS be ce 00 68 be 


Materials purchased .. 


Standard 


‘over) under Standard 





Year 
to date 


This 
month 


1,815 
1,073 
1,314 





£4,202 £24,283 





£12,881 £72,910 





This Year 
month to date 


(27) 
77 

(118) 

£(68) 
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EXHIBIT 6 





Chief Executive 


Controllable expenses— 
Chief Executive's office eps Ste “ney 
Works Manager .. .. 
Sales Manager .. .. 
Chief Accountant .. 
Personner Officer .. 
Chief Engineer .. .. .. .. 


Amount (over) under Budget 





Year 
to date 


34 
(193) 
sat ig 


(18) 
62 


This 
month 


Year 
to date 


This 
month 


17 
(216) 
44 


12 
(180) 








£8,611 £42,207 £(317) £(715) 











a a as ea 
Materials purchased .. 


Standard over) under Standard 





Year 
to date 

£253 

£1,526 


This 
month 
£(68) 

£114 


This Year 
month to date 
£4,202 £24,283 
£12,881 £72,910 








these reports, top management can 
quickly measure each individual’s 
performance against his plan as 
evidenced by budgets and standards. 
The reports are basically simple and 
one does not have to be an account- 
ant to understand them. 


Conversion of the data into con- 
ventional accounting statements re- 
quires the merging of controllable 
and uncontrollable costs which have 
been segregated separately and kept 
outside the responsibility accounting 
system, e.g., depreciation, rent, rates, 
insurance, and long service leave. 
The totals would then be translated 
into standard cost of sales, cost 
variations, increase or decrease in 
stocks and work in progress, selling 
expenses, general and administrative 
expenses and costs capitalised. This 
is ideally done on punched card 
equipment but can be processed very 
eficiently on accounting machines 
or on a manual basis. 


The reconciliation needed to obtain 
the disposition of costs is shown in 
the statement of costs of production 
and sales. The totals of controllable 
expense for the works manager and 
chief engineer are added to expenses 
not charged to departments which, 
for sake of simplicity, are recorded 
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in total. In most instances, an allo- 
cation between production, selling 
and administration costs would be 
necessary. If absorption costing is 
employed, the total expenses would 


EXHIBIT 7 





TRANSLATION OF DEPARTMENTAL 
COSTS TO PRODUCT COSTS 


This 
month 


Year 
to date 
Expenses— 

Departmental 


controllable 
expense .. SEAL Br gt 


£42,207 
Expenses not charged to 
departments: 

_eeresemye eu 

E56. 6a 60 

Rates .. o 

Insurance .. . os ss 

Long service jeave oe oe 


Total expense . 
Productive labour .. 
Materials purchased 


Total costs incurred £26,698 





Disposition of costs 
Standard cost of sales 
Cost variations .. 
Inventory inc rease 

crease) .. 


Selling expenses 


General and administrative e 
expenses 1,990 9,134 


Costs capitalised in ast —_— on 
costs distributed £142,946 


127,959 
(4,997) 


3,140 
7.710 


22,610 
(756) 


1,430 
1,424 


" “@e- 


Total 
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be adjusted for the amount of under 
or over-absorbed burden to arrive at 
the amount of expense absorbed at 
standard. Productive labour and 
material purchased are recorded both 
at actual and standard. 


The figures are carried finally into 
the profit and loss statement, the 
selling and administrative expenses 
being the totals of the relative con- 
trollable expense statements. 


Responsibility accounting and re- 
porting does not involve a drastic 
change in accounting theory or 
principles. It is for the most part a 
change in emphasis from product 
cost to the cost control aspect of ac- 
counting; reporting firstly on the 


basis of “who did it” and then blend- 
ing for conventional financial state. 
ments. 


What are the Advantages? 


There are four outstanding ad- 
vantages of responsibility account- 
ing and reporting. 


Firstly, reports are simple, con- 
cise and easy to understand. If 
operating reports are informative, 
easy to understand and clearly set 
out responsibilities, they will be used 
in day-to-day operations by the 
operating people. 


Secondly, responsibility for costs 
is clearly indicated in all reports by 
matching costs with responsibility at 
each level in the organisation. In 


EXHIBIT 8 





COSTS OF PRODUCTION AND SALES 


Actual 


(Over) 


Budget under budget 





This 
month 


Year This Year 
to date month to date 


Year This 
to date month 





Cost of production— 
Expenses — works manager- 
SONI . ea tnccinan ss <0 3,497 
Chief Engineer-controllable . 1,700 
Expense not charged to de- 
EEE igh a unin Miho. oo tink 1,050 


16,910 17 (19%) 


17,103 3,514 
(180) 62 


8,260 1,520 8,322 


5,325 930 4,768 (120) (557) 





eh - wen a8- ot CRS KE 6,247 
Variance—overhead volume .. 710 


(283) (688) 


30,688 5,964 30,000 
(710) (3,218) 


3,218 _ _ 





Standard £6,957 


£33,906 £5,964 £30,000 £(993) £(3,906) 








Production labour— 
Actual mal git “eter SSl"aS és 
Variances .. .. he ee ee (68) 


4,270 


24,030 4,500 25,000 
253 





Standard £4,202 


£24,283 £4,500 £25,000 








Material— 
Purchases i ale 12,767 
Variances .. . ‘ i a 114 


(2,384) 


71,384 12,500 69,000 
(1,526) 


1,526 — —_ 


(267) 
(114) 





Standard £12,881 


£72,910 £12,500 £69,000 £(381) £(3,910) 








Standard cost 
duction - wot 

Costs capitalised .. , a fal 
Inventory increase 1,430 


of pro- 
As fag 24,040 


131,099 22,964 124,000 (1,076) (7,099) 


3,140 2,000 7,500 570 4,360 





sales 22,610 


(756) 


Standard cost of 
Cost variances 


127,959 20,964 116,500 (1,646) (11,459) 
(4,997) _ _ 756 4,997 





Actual cost of sales .. £21,854 


£122,962 


£20,964 £116,500 £(890) £(6,462) 
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EXHIBIT 9 





PROFIT AND LOSS STATEMENT 


Actual (over) under Budget 





Net sales .. .. -- 
Cost of sales 
ee ne ere a ee 
EES cc. 40 06 ks at OO E080 OS Sh ER SH 
, | get E ae Rey FAS te & 
ee ES gk. co00 Re. 6m, 00. oO 60. 26. 98 
Expenses 
DE Chi wel ne ddbabiies 46 ken eeeh. eo. wa. 29 
General and administrative .. .. .. .. .-- 
Total .. 
Net profit before tax .. .. .. «+ «+ «+ «» 


Year 
to date 


This 
month 


(1,240) 
(1,646) 
756 


Year 
to date 


153,692 


127,959 
(4,997) 


This 
month 


28,740 


22,610 
(756) 


(9,192) 
(11,459) 
4,997 








£21,854 £122,962 £(890) £(6,462) 








(2,730) 
(607) 
23 


30,730 


7,710 
9,134 


(350) 
(216) 
62 


6,886 


1,424 
1,990 








£3,414 £16,844 £(154) £(584) 








£3,472 £13,886 £(196) £(2,146) 














this way, cost consciousness is 
developed throughout the organisa- 
tion. 

Thirdly, a responsibility account- 
ing system renders budgeting more 
effective and planning of operations 
more realistic. 

Fourthly, through the careful 
analysis of costs and the preparation 
of manuals to guide operating per- 
sonnel in charging expense and dis- 
tributing time, accounting state- 
ments are rendered more accurate. 


How Do You Start to Develop a 

System? 

How should a company start from 
scratch to develop a reporting and 
control system like this? Is it desir- 
able to concentrate initially on re- 
porting actual performance on sound 
responsibility lines, possibly show- 
ing comparisons with previous period 
until budgets are available. Once 
responsibility reporting is estab- 
lished, the cost and expense data 
gathered can be used in the establish- 
ment of complete budgets and as an 
aid to determining standard costs. 


There are four major steps: 


1. Clarify lines and levels of re- 
sponsibility. If lines of authority 
overlap, it will be impossible to 
match costs with responsibility. 
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2. Analyse work operations, describe 
and code functions, and prepare 
and distribute a manual of instruc- 
tions to facilitate the accurate 
charging of expense. 

Modernise all accounting methods 
and procedures to permit the effi- 
cient analysis of costs. 


Revise reports to provide for ade- 
quate reporting of costs by levels 
of responsibility in a form which 
the operating man can understand. 


Responsibility accounting and re- 
porting makes its greatest contribu- 
tion when organisation, planning and 
control are sound, when the account- 
ing division understands the real 
needs of operating management, and 
when the lower levels, particularly 
foremen, are imbued with the feeling 
that they are the first line of 
management. The fact that we in 
Australia have some distance to go 
in all these matters is no reason to 
postpone the wider application of 
responsibility accounting in this 
country. 


If management really knew the 
kind of reporting system it could 
have to help it control costs, it would 
be totally dissatisfied with what it is 
getting at present. Will the pressure 
for change eventually come from 
management? 
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FINANCIAL NOTES 


HERE was a dash of optimism in 

the October financial news. Our 
worries aren’t over and it is possible 
that things might get a little worse 
before they get better but a firming 
of the world commodity markets 
during the month suggested that 
the end of a period of declining 
prices might be in sight. 


We can take more than academic 
interest in this situation. Wool, our 
principal export, and the basic deter- 
minant of internal prosperity, has 
taken a buffeting this season. Last 
season finished badly and this season 
opened poorly with prices generally 
below the previous season’s level and 
they have continued to fall. Towards 
the end of October, however, it 
seemed that the slide might have 
reached its low point—prices began 
to indicate a mild upturn. 


There isn’t much jubilation about 
this apparent trend, for few of the 
wool men are predicting any strong 
recoveries. The best we may hope 
for, it seems, is that market de- 
terioration stops. Nevertheless, even 
this is a basis for some optimism. 


+ + > 


Our other big export income prob- 
lem—metals—also offered a slightly 
better picture. Lead-zinc remains in 
the doldrums but, for copper, there 
has been a dramatic rise. Over the 
past three months the world price 
has risen some 20 per cent. 


Why the rise? There has been a 
substantial curtailment of world 
supplies because of prolonged strikes 
in Rhodesia, Canada and the United 
States, the principal world producing 
centres. This has been good news 
for our mines at Mt. Isa, Mt. Mor- 
gan, Mt. Lyell and Tennant Creek, 
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By R. F. ARTHUR, 4.4.5.4, 


but can it continue? Probably for 
not much longer for, already, the 
shrewd observers, the ones who buy 
for forward delivery, are bringing 
the price down. 


Here again there may be optimism 
even if it can only be mild. With 
copper, as with most metals, there is 
a situation of over-supply so ulti- 
mately there must be a settling back 
in the price level. 


+ 2 o 


Yet, with all of these disturbing 
thoughts about export income there 
has been remarkably little evidence 
of a falling off in internal business 
activity. Perhaps this is yet to come 
for now there is some talk about the 
possibility of a new imposition of 
import restrictions, 


These fears stem from the indica- 
tions of a fall of export income for 
1958-59 from £814 million to around 
£750 million. If imports reached 
£800 million there might be a re 
duction of £125 million or more in 
our international reserves bringing 
them below £400 million by June 
1959. 


The Associated Chambers of Com- 
merce showed their concern recently 
in their publication “Canberra Com- 
ments”. They quoted the £400 
million figure of reserves expecta 
tion and said, “Thus, even with a 
considerable delay in the recovery 
of world trade, we would still have 
sufficient reserves to allow our de 
velopment to continue without the 
dislocating effects of import cuts. 
The Chambers went further to say 
that, “If necessary, we should be 
prepared to seek a substantial credit 
from the International Monetary 
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Fund before contemplating any 
further curtailment to our present 
level of imports.” 


> * - 


What then is the outlook for busi- 
ness? According to the National 
Bank of Australasia, internal busi- 
ness should continue about current 
levels and perhaps improve, despite 
the disturbing trend in wool prices. 
As the bank sees it, “On the whole 
Australian business and _ industry 
are weathering the setback that 
world economic conditions have ex- 
perienced over the last year.” 


These views of the bank cover the 
current financial year, 1958-59. Here 
are some of the additional points 
made in the bank’s survey :— 


@ The current situation is set 
against a worsening in the overseas 
balance of payments, primarily 
caused by poor prices for wool this 
season. 


@ Our comparative internal buoy- 
ancy has been due to a high, and 
probably improving, level of con- 
sumer spending together with high 
private capital expenditure, and 
some increase in Government spend- 
ing this financial year. 


@ In turn, this buoyancy is re- 
flected in a confident Stock Ex- 
change, and business expectations 
generally are that market demand 
should continue to improve, even if 
slowly. 


@ Reservations are held as to the 
possibility of lower wool income 
weakening rural trade and the de- 
mand for farm capital equipment. 


@ On the other hand, seasonal 
prospects are generally good and a 
very substantial improvement in 
wheat income is now confidently ex- 
pected, 


The Australian Accountant, November, 1958 


It might be worth taking a look 
at this high level of consumer spend- 
ing. The big factor in this is the 
obvious one —television. Yet the 
bank found that, while television re- 
ceivers overshadowed the retail 
market, there were gains in other 
important categories, especially food, 
clothing and furnishings, 


Because of this, the bank reaches 
the conclusion that, “The buoyancy 
in current retail activity might well 
have its foundations in more than 
the successful introduction of a very 
popular innovation, important as this 
factor undoubtedly has been.” 


* * aa 


And, the “popular innovation”, 
how is it progressing? According to 
the official figures, very well. 


The latest production figures, for 
August, are almost at record levels— 
39,000 television receivers. These 
figures continue the high production 
enjoyed from early this year. How- 
ever, there might be room for a little 
caution at this stage for, while pro- 
duction is running well in excess of 
a 400,000 annual rate, the annual de- 
mand is estimated to be nearer to 
300,000 sets a year. 


Already there is evidence of a cut 
in production. Staffs of a number of 
manufacturers have been trimmed 
lately. There will be a lag possibly 
until sales in the three new “tele- 
vision States” may be commenced 
but, even so, no fresh boon can be 
anticipated at that time with current 
productive capacity already over- 
high. 


7 . - 


Something from out of the past. 
In October, we saw what is now a 


rarity—an issue of preference 
shares. These days preference 
shares have been almost completely 
superseded by unsecured notes. 
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It has taken a few years for it to 
happen but notes now are accepted 
by investors. For quite a while the 
public disliked the “unsecured” tag. 
They knew what debentures were 
and they knew the rights of prefer- 
ence and ordinary shareholders — 
but, with notes, they were unsure. 
For some time the companies and 
the sharebroking fraternity pro- 
tested in vain that preference shares 
had less security than “unsecured” 
notes. 


Eventually, however, notes be- 
came accepted. This might have 
been due to a large degree to the 
many kinds of “convertible” types 
of notes which offered most attrac- 
tive propositions upon conversion 
(either optionally or compulsorily) 
to ordinary shares some years hence. 
But, whatever the reasons, notes be- 
came acceptable to investors and to- 
day they dominate the capital rais- 
ing field. 


Once investors had signified their 
liking for notes, companies didn’t 


waste much time in exploiting the 
field. The reasons are obvious, Note 
interest is a charge against profits 
while preference share dividends are 
an appropriation of them. As a 
rough guide, the proportions are as 
five to eight—for example an eight 
per cent. note is no more expensive 
to a company than a five per cent. 
preference share. Naturally, com- 
panies which are investors would not 
be too keen on notes for note interest 
is taxable in their hands while divi- 
dends are not. 


Now that notes have “arrived” it 
might be worthwhile taking a second 
look at them. Their danger is that 
companies might be having their 
financial policies dictated by con- 
siderations of taxation. Because 
notes are relatively cheap, a com- 
pany’s capital gearing could easily 
become lopsided. In difficult times 
heavy interest charges could put out 
of business a company which might 
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otherwise have weathered the 
storm. 


It was this consideration, financial 
prudence, which could have been be- 
hind the action of the company now 
under discussion in leaning towards 
preference shares. 


This company, Electronic In- 
dustries Ltd., which produces the 
well-known range of “Astor” tele. 
vision, radio and appliances, enjoys 
high share market regard. It, prob- 
ably, could have been successful in 
raising money practically in any 
manner it chose. The issue, of 64 per 
cent. preference shares would in fact 
be more expensive to the company 
than an issue of 10 per cent. notes— 
and Electronic, because of its high 
market esteem could, probably, have 
been successful in raising notes at 
8 per cent. 


Apparently the company was more 
intent on maintaining a reasonable 
balance between borrowed and 
shareholder capital than in raising 
cheaper money. If this was the 
reason, the company is to be ap- 
plauded for its action. 


+ * * 


The newest development on the 
Stock Exchange is instalment invest- 
ment. It is not a form of buying 
shares on hire purchase and there 
are no interest charges or additional 
commissions. 


The idea is patterned on New 
York’s famous Monthly Investment 
Plan (M.I.P.) which has brought in- 
to share investment thousands of 
small investors. Because shares 
must be bougnt in marketable par- 
cels (usually in 100 lots), many 
people cannot afford to buy shares 
of their choice—100 B.H.P. shares, 
for example, would cost over £200. 
M.LP., or as it is called in Melbourne 
I.1.P. (Instalment Investment Plan) 
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enables people to put up an instal- 
ment of as little as £20 to buy how- 
ever many shares this sum will pur- 
chase. The broker transfers to the 
buyer the share scrip once a market- 
able parcel has been reached. 


ILI.P. on the New York pattern 
is available through one Brisbane 
broking firm, two in Sydney and 
through all firms in Melbourne. 


It’s now some years since the oil 
boom—the wild days which followed 
the first, but later disappointing, 
strike at Western Australia’s Rough 
Range, when practically all of the 
country’s sedimentary basins were 
pegged out by oil companies old and 
new. 


In the few years that followed, the 
public enthusiasm flagged as each 
endeavour seemed to meet with 
failure. Now the two giants are the 
main remaining prospectors — and 


even one of these has a difficult fight 
ahead if it is to survive. Wapet, the 
joint Caltex-Ampol venture has not 
yet been able to prove the existence 
of payable quantities of oil in West- 
ern Australia despite the expendi- 
ture of some £14 million. However, 
it is still turning up interesting de- 
velopments and it could fairly be 
said that the eventual finding of oil 
is a good possibility. 


However, there is some limit to 
the amount companies can spend on 
exploration in the one place. No 
doubt, even organisations like the 
Caltex group, must eventually reach 
the end of their patience. However, 
Wapet seems to have found one way 
around this problem—it has brought 
in a new partner, the Shell Company. 


As from 1 October, 1958 the new 
participant will contribute all the 
cash required to continue the drilling 
and exploration activities of Wapet 
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in Western Australia for an esti- 
mated period of eighteen months. 
The situation now with the Wapet 
shareholding is, approximately—the 
publicly held Ampol Exploration, 
14.28 per cent.; the Shell Co. 28.57 
per cent.; the Standard Oil Co. of 
California, 28.57 per cent. and the 
Texas Co., 28.57 per cent. 


e > + 


Unfortunately, however, the much 
longer-running search for oil in 
Papua has not been so successful in 
attracting a “big brother.” Here, 
the partnership of the local com- 
pany, Oil Search Ltd., British Pet- 
roleum and Vacuum has fallen on 
difficult days. The big organisations 
are pulling out and Oil Search has 
not been successful in attracting an- 
other major overseas company to the 
quest. 


As an alternative, the Oil Search 
directors are putting a new scheme 
before the public. new company, 
Papuan Oil Search is to be formed 
to continue the search. It will re- 
quire for the immediate exploration 
programme, an expenditure of five 
million pounds. This is to be sought 
from the public. 


Nationally, it is a worthy en- 
deavour. Some £30 million has been 
spent already on the search in this 
area which has turned up interesting, 
if not commercial, indications.* The 
current plan will keep the project 
“alive” and incidentally keep in use 
much valuable equipment which 
would otherwise have been swal- 
lowed by the jungle. 





*Since the foregoing comment was written, 
more encouraging reports of the oil drilling 
activities in Papua have been received. Whilst 
it is difficult to assess the importance of the 
latest results achieved, they constitute a basis 
for optimism in regard to the ultimate success 
of the search for oil in Papua.—Ed. 
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RECENT LEGAL DECISIONS 


Discussed by L. C. VOUMARD, B.A., LLB, 


Impracticable to Conduct Meeting 


By Section 135(1) of the 
Companies Act 1948 (Eng.)— 
a provision having its counter- 
part in most of our local Com- 
panies Acts—it is provided that 
“if for any reason it is imprac- 
ticable” to call or conduct a 
meeting of a company in man- 
ner prescribed by the company’s 
own articles or the Act, the 
court may, on _ application 
“order a meeting of the com- 
pany to be called, held and 
conducted in such manner as the 
court thinks fit’. 


The court’s power in such a case 
to give ancillary or consequential 
directions includes power (not ex- 
pressly given in the Australian 
legislation, although it may well be 
inferred) to direct that one member 
of the company present in person 
or by proxy shall be deemed to con- 
stitute a meeting. 


It was on this provision that the 
applicant in Re El Sombrero, Ltd. 
(1958) 3 All E.R. 1 based his claim. 
He held 90% of the shares of a pri- 
vate company; two other persons 
each held 5%. These latter were the 
two directors of the company—a 
state of affairs which did commend 
itself to the applicant who, in addi- 
tion to owning a 90% interest in 
the company, had financed it to the 
extent of some £18,000. In these cir- 
cumstances, the applicant desired to 
remove the directors. But this re- 
quired a meeting of the company, 
and since the two directors realised 
that to summon a meeting would be 
to expose themselves to the disagree- 
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able likelihood of being removed 
from their positions in the company, 
they did not do so—indeed, no 
general meeting of the company had 
ever been held. 


The applicant, therefore requisi- 
tioned an extraordinary general 
meeting, at which he proposed, pur- 
suant to power in that behalf con- 
tained in S 184 of the Companies 
Act—a section not to be found in our 
Companies Acts—to pass resolutions 
removing the two directors and ap- 
pointing two other persons as direc- 
tors. The directors having failed to 
comply with the requisition, the ap- 
plicant himself, as the statute per- 
mits, convened an_ extraordinary 
meeting. Unfortunately for him, the 
two directors (the only other mem- 
bers of the company) deliberately 
did not attend, and, there being no 
quorum (by the company’s articles 
a quorum was two members present 
in person or by proxy), the appli- 
cant’s endeavours were frustrated, 
as the articles provided that in those 
circumstances such a meeting was 
dissolved. 


In the light of these facts the 
applicant applied to the court for an 
appropriate order under S. 135(1), 
and succeeded in obtaining an order 
that an extraordinary general meet- 
ing be held on a named date at a 
stated time and place for the pur- 
poses of considering, and, if thought 
fit, passing resolutions to remove 
the present directors, and that one 
member present in person or by 
proxy should constitute a quorum 
for such meeting. True, one of the 
reasons for the exercise of the 
court’s discretion in favour of the 
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applicant was that otherwise he 
would be deprived of his statutory 
power to remove directors—a power 
which does not at the moment ap- 
pear in our local statutes—but de- 
spite this, it is thought, though not 
without some hesitation, that in like 
circumstances an Australian court 
might be persuaded to act similarly. 
Otherwise, a person in a position 
similar to the applicant would ap- 
parently be forced to seek a wind- 
ing up order on the “just and equit- 
able” grounds as his only alternative. 


Contract Frustrated 


Echoes of the Suez Canal 
crisis of 1956 are still being 
heard in English courts, the lat- 
est reported case to come to 
hand being Carapanayoti & Co. 
Ltd. v. E. T. Green Ltd. (1958) 
3 All E.R. 115. 


It will be remembered that the 
Canal was “nationalised” on 26 
July, 1956, and that three months 
later—on 29 October, to be precise 
—armed forces of Israel invaded 
Egypt. Then, on 1 November, Bri- 
tain and France began military 
operations in Egypt; the following 
day the Suez Canal was closed to 
navigation, and it remained so 
closed until 9 April, 1957. 


This state of affairs led up to the 
claim in the above case. By a con- 
tract made in September, 1956, 
goods were sold for shipment from 
Port Sudan during October and Nov- 
ember of that year, at sellers’ op- 
tion, cost, insurance and freight to 
Belfast. When the contract was 
made, the usual route from Port 
Sudan to Belfast was via the Suez 
Canal, but consequent upon the clos- 
ure of the canal the only route was 
around the Cape. The sellers did 
not ship the goods, and since it was 
not possible for them to have pur- 
chased the goods afloat c.i.f. Belfast, 
they failed to perform the contract. 
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The buyers sued for breach of 
contract; the sellers defended the ac- 
tion on the ground that performance 
of the contract had been frustrated 
by the closing of the canal, and that 
the contract was, therefore, dis- 
charged by impossibility of per- 
formance. 


To make out this defence, how- 
ever, the sellers had to show that 
the continued availability of the 
route via the Suez Canal was a fun- 
damental assumption accepted by 
the parties at the time the contract 
was made. This they were able to 
do. In a c.if. contract the contrac- 
tual obligation of the seller is, in 
the absence of some contrary stipu- 
lation in the contract—and _ the 
contract here did not contain any 
such stipulation—to ship the goods 
by a route which is usual and cus- 
tomary at the time for performance 
of the contract. Such route here was 
via Suez; the contract could be per- 
formed at any date before the end 
of November; before the end of Nov- 
ember the canal was closed; hence it 
was impossible, due to the funda- 
mentally altered circumstances, for 
them to perform the contract. The 
court accepted these arguments, 
with the result that the buyer’s ac- 
tion for damages for breach of 
contract failed. 


Publication of Article 


A case possessing some inter- 
est for those who write articles 
for publication—and, indeed, 
for those who publish them—is 


Joseph v. National Magazine 
Co. Ltd. (1958) 3 All E.R. 52. 


A was an authority on jade carv- 
ings, and B was the publisher of a 
magazine. The parties orally agreed 
that B would publish an illustration 
of jade carvings acquired by A as a 
dealer in antiques, together with an 
article on such carvings written and 
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signed by A. It was further agreed 
that A would bear the cost of the 
illustration, and would receive no 
payment for the article. (I hope the 
recital of these facts does not give 
the publishers of The Australian Ac- 
countant any ideas!) 


A submitted his article, but B sent 
it for revision to a free-lance journa- 
list, who changed the title, altered 
the conclusion, made several altera- 
tions in the style, and some altera- 
tions of fact. 


Not unnaturally, perhaps, A ob- 
jected to these matters, and declined 
to allow it to be published as 
amended either with, or, as appar- 
ently B at one stage suggested, with- 
out, A’s name. B, on the other hand, 
refused to publish the article with- 
out amendment. Having reached a 
deadlock, the parties proceeded to 
litigate the matter. A as plaintiff 
claimed specific performance of the 
contract and damages; B in its 
counterclaim alleged that A had by 


his conduct repudiated the contract, 
and thus disentitled himself to re- 
lief of the kind he sought, and 
counterclaimed for the cost of blocks 
which had been prepared for the 
purpose of the illustration referred 
to above. 


Except in respect of his claim for 
specific performance, A _ succeeded 
on all points. B’s counterclaim was 
dismissed on the ground that A’s 
undertaking to bear the cost of the 
illustration was conditional on its 
appearing in the magazine in con- 
nection with his name, and this con- 
dition had plainly not been satisfied. 
As to B’s claim that A had repudi- 
ated the contract, the court took the 
view that he was entitled to write 
the article in his own style, and to 
express his own opinions; he was 
not bound to allow his name to be 
published as the author of an article 
which expressed other opinions in 
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a different style. Therefore A’s con- 
duct did not amount to a repudia- 
tion of the contract. 


On the matter of damages claimed 
by A, the Court held that he was an 
expert on jade; the publication of 
the article could reasonably be ex- 
pected to enhance his reputation in 
this field, and he was, therefore, en- 
titled to damages for the loss of the 
opportunity of so enhancing his 
reputation. 


He failed only in his claim for 
specific performance. The reason 
for this was that the precise terms 
of the article in dispute had never 
really been agreed on between the 
parties, and if the court were to 
grant such a decree it would have 
had to assume the supervision of 
the editing of it, a function it was 
not prepared to assume. 





Australian Society of Accountants 


VACANCY FOR 
EXAMINER 


Applications are invited for appointment 
as Examiner in the first paper of Advanced 
Accounting, Part A, of the syllabus of the 
Society, commencing with the May, 1959 
examinations. 


The duties of the examiner will include 
the setting of one question paper for each 
half-yearly examination, and the marking 
of answers submitted by candidates in all 
States. 

The remuneration will be in accordance 
with a scale of fees determined by the 
General Council. 

Further particulars of duties and the 
scale of fees will be supplied by any State 
Registrar, upon receipt of a request in 
writing. 

Applications, containing full particulars 
of qualifications and experience, must 
lodged with the General Registrar of the 
Society, 37 Queen Street, Melbourne, C.1, 
not later than 6 December, 1958. 
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APPLICATIONS OF STATISTICAL METHOD 


By F. K. WRIGHT 


The advantage of statistical es- 
timation over other audit sampling 
techniques is that statistical estima- 
tion defines the limits within which 
the total money value of errors is 
likely to fall. The auditor who has 
applied the estimation technique to 
a group of items is in a position to 
say: “I do not know how many 
errors there are in this group of 
items, but I do know that the net 
effect of all the errors upon the total 
amount is almost certainly less than 
£5,000”. 

Since the external auditor’s prin- 
cipal concern is with the correctness 
of the money totals appearing in the 
income statement and _ balance 
sheet, it would seem at first sight 
that statistical estimation should 
prove extremely useful in his work. 
In practice, however, the applica- 
tion of this technique to auditing is 
likely to remain fairly limited, for 
reasons which will become evident 
in the course of this article. 


Let us first look at the way in 
which statistical estimation works. 
Suppose that we have a schedule 
containing a large number of money 
items, e.g., a list of the balances of 
the consumers’ accounts of a public 
utility. If we divide the total of the 
schedule by the number of items in 
it, we obtain the average item value 
according to the accounting records 
of the enterprise. 

We now try to estimate what the 
average item value ought to be, that 
is to say, what it would be if there 
were no errors in the records. 


_To do this, we use random samp- 
ling to select a certain number of 
items from the schedule. These 
items are carefully audited, and any 
frrors that may be found are cor- 
rected. We then divide the total 
Value of the audited items by the 
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HIS is the third of a series of 

articles to be published in “The 
Australian Accountant” to illustrate 
the application of statistical techni- 
ques to some problems. They do not 
purport to explain the mathematical 
theory behind the techniques, which 
can be found in the standard texts. 





number of items in the sample. This 
gives us an estimate of what the 
average item value of the schedule 
ought to be. 

This estimate, however, being 
based on a sample, is subject to 
sampling variation. To determine 
the magnitude of this variation, we 
have to calculate a_é statistical 
measure called the standard devia- 
tion. In 95% of cases, the sampling 
variation will be less than twice the 
standard deviation. 


Let us see how this works out in 
practice. Suppose that a schedule 
of 100,000 items has a total value 
of £200,000. The average item value 
as per schedule is therefore 40/-. 


A random sample of 100 items is 
now drawn, and carefully audited. 
The final value of the items in the 
sample, after all corrections have 
been made, adds up to £150. The 
average item value of the corrected 
sample is therefore 30/-. 


The standard deviation of the 
sample average is now calculated, 
and is found to be 10/-. We can then 
say, with 95% confidence, that the 
average item value of the sample 
(30/-) is within twice 10/- of the 
true average value of all the items. 
In other words, we can be 95% cer- 
tain that, if all the items in the 
schedule were perfectly correct, the 
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schedule average would be within 
20/- of the sample average of 30/-, 
or somewhere between 10/- and 
50/-. 

Our first conclusion is, therefore, 
that the difference between the 
sample average of 30/- and the 
schedule average of 40/- is not signi- 
ficant. For all that the sample in- 
dicates, the schedule could be 100% 
correct. 

But the same conclusion would 
have been reached if the schedule 
had totalled £50,000 or £250,000. In 
either case, we would have had to 
conclude that the schedule average 
was consistent with the result of the 
audit sample. 

Our next conclusion must there- 
fore be that the sample of 100 items 
was far too small for the purpose 
for which it was drawn. If the audi- 
tor wanted to be 95% sure that the 
schedule was correct to within 


£20,000 he would have to reduce the 
standard deviation of the sample 
average from 10/- to 2/-. This re- 


duction of the standard deviation to 
one-fifth of its value would require 
the sample size to be increased by 
a factor of 5?, or 25 times. In other 
words, a random sample of 2,500 
items would have to be audited in 
order to establish whether the 
schedule total is within 10% of the 
correct value. 

The figures quoted in this illustra- 
tion are fairly typical of the sort 
of result that would be obtained in 
audit work. They explain why 
statistical estimation is not likely to 
play a major part in this work. In 
order to establish the correctness of 
a balance sheet figure within reason- 
ably narrow limits, a very large 
sample must be taken, and this 
limits the general application of the 
technique to the largest enterprises. 

The basic reason why such large 
samples are necessary lies in the 
great variation in value that is 
usually found between successive 
accounting items. This is well illu- 
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strated by the balances of a typical 
debtors’ ledger: they will be found 
to vary from a few pounds in credit 
to hundreds or thousands of pounds 
in debit. In order to get a stable 
sample average—one that is not 
greatly altered by the inclusion or 
omission of any one item—we would 
have to take a very large sample 
indeed. 


There are areas in accounting 
work, however, where items of 
fairly similar value occur together. 
Weekly payroll figures are a good 
example. Most items in a typical 
weekly payroll would fall between 
£10 and £20, so that a random 
sample would not have to be very 
large in order to reach a stable 
average value somewhere around 
£15. Under these circumstances, the 
standard deviation will work out to 
a fairly small figure even for a 
sample of only 100 items, and use- 
ful conclusions can be drawn from 
quite small samples. 


Where only a few items fall out- 
side certain limits, it may be con- 
venient to examine all items outside 
those limits and apply statistical 
estimation to the remaining items. 


Again, the technique of statistical 
estimation may prove useful where 
a small proportion of items repre- 
sents a large proportion of total 
value. 

Suppose that in a list of 10,000 
items totalling £50,000 it is found 
that the 200 largest items account 
for half the total amount. After a 
detailed check of these 200 items, 
the auditor might wish to satisfy 
himself by sampling that the aggre 
gate error in the remaining 9800 
items is reasonably low. 

Since all the large items have been 
extracted from the list before samp- 
ling, the variation in the remaining 
items will be comparatively low, and 
a fairly small sample might suffice 
to give the auditor the assurance he 
desires. 
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What Accountants Should Know About Insurance 


WORKERS’ COMPENSATION 


By A. TANNER, A.A.L1. 


This subject is known by several 
tiles in the various States— 
“Workers’ Compensation”, “Work- 
man’s Compensation”, “Employers’ 
Indemnity”, “Employers’ Liability”. 
So far as the insurance aspect is con- 
cerned, I feel that the most suitable 
heading is “Employers’ Indemnity”, 
in that the insurance policy indemni- 
fies the employer in respect to his 
liabilities. 


Insurance of the Employers’ Liability 


A study of this class of insurance 
is closely tied with the laws and 
statutes relative thereto. The law 
actually details the extent of the lia- 
bility and the insurer is merely called 
upon to insure those liabilities, which 
means basically striking an equitable 
premium and paying claims. In prac- 
tice, of course, the operation is of a 
more far-reaching consequence, 
demanding the maintenance of a sub- 
stantial statistical organisation, a 
study of accident trends in various 
industries and occupations, plus the 
many administrative matters associa- 
ted with normal underwriting. 


What is “Workers’ Compensation”? : 


“Workers’ Compensation” is the 
monetary benefit conferred by law 
in respect to the disablement of an 
employee, or for the loss of support 
suffered by his dependants by his 
death, as a result of an injury at 
work, irrespective of the question of 
tause of negligence on the part of the 
employer or the employee. The basic 
right to compensation on the part of 

e employee is contained in the com- 
mon law of the land; but to clarify 
and render equitable, certain enact- 
ments have been made by govern- 
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No. 1 of a series of lectures recently 
delivered in Tasmania to members of 
the Australian Society of Account- 
ants. 





ments in an effort to secure fair treat- 
ment in all cases. 


So far as strict “Workers’ Com- 
pensation” is concerned, the Aus- 
tralian States and for that matter all 
socially enlightened countries and 
territories have enacted legislation, 
determining the legal position be- 
tween the employer and the employee, 
that is, the liabilities and obligations 
on the one part and the rights and 
duties on the other, together with the 
nature of the benefits and the condi- 
tions under which those benefits be- 
come payable. 


Workers’ compensation legislation 
is concerned with the providing of an 
income during the period of incapa- 
city of a disabled “worker”, or in the 
case of his death, for the first few 
years of the dependants’ struggle, 
caused by the loss of the bread- 
winner. It has never pretended to be 
a full compensation for injury or loss. 
The making good in full for injury or 
loss is what is generally referred to 
as a payment for damages; but the 
liability to pay and the right to 
receive “damages” are governed by 
common law and other considera- 
tions. Remedies other than ‘“‘Workers’ 
Compensation” are later discussed. 


Conditions of Liability to Pay: 


In Tasmania the liability to pay 
and the right to receive compensation 
arise when the “worker” suffers 
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injury by accident (or disease, limi- 
ted to the diseases specified in the 
Schedule of the Act) arising out of 
and during the course of his employ- 
ment. In Tasmania, there is no 
protection for the “worker”, whilst 
he is travelling to and from work. 
However the Act has been amended 
recently to include apprentices 
whilst travelling to and from schools 
of apprenticeship instruction, and 
all “workers” whilst travelling to 
and from work by means of trans- 
port owned by or requisitioned on a 
contract basis by the employer. 


Entitlement: 


“Workers” entitled to receive 
workers’ compensation benefits are 
listed in the Act. Generally speak- 
ing, the term “employer” denotes an 
employer of a person under a con- 
tract of employment which creates 
the relationship of master and 
servant, that is, a Contract of Ser- 
vice,—although in certain specified 
cases, persons employed under a 


Contract for Service—that is, where 
the relationship of master and ser- 
vant does not exist,—are for the 
purposes of the Act included. Cer- 
tain employees are excluded from the 
provisions of the Act—for example 


—casual workers, police,  out- 
workers, crews of fishing boats shar- 
ing in the profits, and domestic ser- 
vants with under 48 hours’ continu- 
ous employment. The main exclusion 
applies to employees earning in 
excess of a specified remuneration. 
At present this figure stands at £35 
per week,—in short, a “worker” is 
regarded so far as this provision is 
concerned as a person earning not 
more than £35 per week. The legis- 
lation is only intended to apply to a 
true “worker”, using the popular 
understanding of that word. 


An “employer” is a person or body 
of persons, corporate or unincorpor- 
ate and includes the legal person 
representative of a deceased em- 
ployer, who enters into a contract of 
service with a “worker” as defined. 
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I have mentioned the expression 
Contract of Service as opposed to 
Contract for Service. Examples of 
the latter are a music teacher, a 
plumber called in for a specific job, a 
painter, a casual builder, called in 
for repairs or extensions, or any such 
person who undertakes work on such 
a contract basis. 


Scales of Compensation: 

“The Workers’ Compensation Act 
1927” provides a schedule of benefits 
ranging from a death benefit, scaling 
down in the provision of benefits for 
other capital injuries, such as loss of 
limbs, sight, faculties, fingers, and 
toes, to the schedule rates for weekly 
compensation in the case of tempor- 
ary disablement. 


At the present time the maximum 
payment for death, subject to certain 
provisions as regards dependency 
status is £2,340. There is a maxi- 
mum amount provided for in the 
schedule, in respect of a claim under 
more than one item, which at present 
stands at £4,500. 


The present rates for weekly com- 
pensation are as follows:— 
an adult worker 0 
a wife, de-facto, etc. ... 0 
each dependant child under the 

age of sixteen years £ 0 
a worker under 21 years of 

QB Fibre : £7 0 

A further | provision limits the rate 
of weekly compensation in every case 
to an amount not exceeding 75% of 
a worker’s average weekly earnings. 
In short, it would be contrary to pub- 
lic policy for a worker to profit by 
his absence from work. 


The Act also provides that the 
employer, which means in turn the 
insurer, shall be liable for all medical, 
hospital, ambulance, etc. payments. 
At the present time, the hospital fees 
per day are regulated as follows: 
the first 21 days 
thence 14 days 
thereafter ... ... . ‘ 

This means that a single basic 
wage adult worker, hospitalized for 
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two weeks, draws in compensation, 
£20. The hospital cost for that two 
weeks totals £49, plus all extras, e.g., 
X-ray, theatre, dressings, anaes- 
thetic, etc. A reasonable estimate 
would be up to £4/10/0 per day, 
together with £2/10/0 per day com- 
pensation, a total payment on the 
part of the insurer of £31/10/0 per 
week. This example gives an idea 
of the cost today on industry of 
“Workers’ Compensation”. 


Premium Assessment: 


This class of insurance demands 
the maintenance of a_ substantial 
statistical organisation which makes 
a careful study of the out-turn of 
the business of all insurers. Regular 
rating adjustments are made with 
the various trades and occupations 
consistent with accident trends in 
that particular business. Naturally, 
each time that the “Workers’ Com- 
pensation” legislation is amended 
and the cover thereby extended, or 
the rates of compensation increased, 
there is a greater call on the accumu- 
lated funds and the ratings applic- 
able in the various categories in- 
creased. 


Alternative Remedies: 


It is appropriate here to mention 
some of the alternative remedies. I 
have already stated that under the 
provisions of the Act, “Workers’ 
Compensation” benefits are payable, 
irrespective of any considerations as 
to responsibility for the accident, or 
of any allegation of negligence on the 
part of the employer, the employee 
or any other person. 


If the accident is the result of 
negligence on the part of the 
employer, or any person for whom 
the employer is liable, or if it is due 
to any defect in the ways, works, 
plant or machinery or the like, the 
worker can sue for damages at com- 
mon law, pursuant to his rights 
under the “Employers Liability Act 
1943”, or the “Mines and Works 
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Regulation Act 1915”, as they may 
be applicable. Both these Acts pro- 
tect the worker, or in the event of 
his death, his dependants, if the 
accident arises out of negligence on 
the part of the employer, or any per- 
son for whom the employer was 
liable. In the event of the death of a 
worker, certain specified relatives 
can recover through the “Fatal Acci- 
dents Act 1934”, which Act confers 
to the specified relatives the rights 
at law that would have been avail- 
able to the deceased worker, had he 
lived. A further Act that could con- 
cern the circumstances of an injured 
worker is the “Tort Feasors Act 
1954”; but any elaboration of this 
particular Act would be confusing at 
this juncture. 


To date, the standard insurance 
policy issued to employers of labour 
has specified the various Acts and 
Ordinances under which liabilities 
arise, such liabilities being protected 
by the policy. With the more recent 
addition of the “Tort Feasors Act 
1954”, a new form of policy is con- 
templated to give a “blanket” cover, 
that is, if it is introduced, the policy 
of the future will protect any liability 
whatsoever and however arising. 


Policy Limits: 

Finally, I would leave with you one 
word of advice in your capacity as 
advisors to your various clients in 
this particular field. It is usual for 
the standard insurance policy to limit 
the liability of the company, so far 
as Acts other than “Workers’ Com- 
pensation” are concerned, to a maxi- 
mum payment of £2,000. In these 
days of high claims for damages and 
high court awards, this figure is often 
inadequate. For an extra premium, 
this limit in the policy can be in- 
creased to a higher figure, or to an 
unlimited amount, and I would 
strongly recommend that in your own 
businesses and in your advice to your 
clients, you take advantage of this 
policy extension. 
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Letter to the Editor 


mM, have just read the article “Budgeting 
a Farm Management Aid,” by R. E. 

Gallagher, which appeared in the June 

issue of The Australian Accountant. 


I wholeheartedly agree with the author’s 
general theme that farmers need to be 
encouraged to draw up budgets as a basis 
for development planning and that ac- 
countants are the proper people to do so. 
Realization of the need for taking a 
“whole farm” approach to farm manage- 
ment is slowly growing among the farm- 
ing community of this country, fostered by 
establishment of farm management advis- 
sory services in some of the State Depart- 
ments of Agriculture and the agricultural 
economics branches of some of the univer- 
sity schools of agriculture. The funda- 
mental requirement for this approach is of 
course the keeping of satisfactory systems 
of accounts and farm records and the use 
of budgets. Accountants, by virtue of 
their privileged position in being able to 
inspect in detail the farmer’s financial 
position, are singularly well situated with 
regard to advising him how to plan his 
operations and his programmes for farm 
development. 


I would, however, like to add to Mr. 
Gallagher’s list of problems specific to 
agriculture which make budgeting more 
difficult than in other industries, and to 
make what I hope are helpful comments 
on his example of a farm budget. 


I think it is important to note that agri- 
culture in all its forms is governed by 
biological processes. These processes are 
slow by comparison with those of second- 
ary industry, are less easily modified and 
adjusted to changing circumstances, and 
changes take longer to come into effect. 
It therefore follows that improvement pro- 
grammes, unless fully financed from out- 
side sources, will often lead to a decline in 
available income for private and other uses 
for a number of years after the com- 
mencement of the plan, and that ultimate 
anticipated increases in production and 
income will not eventuate until a few years 
after the physical plan has been completed. 


First Year 


lst 100 acres sown in 
autumn. 


Additional 


late 
spring. 


2nd 100 acres sown in 


autumn, 


Ist 100 acres topdressed. 


Second Year 
sheep 
chased off-shears between 
winter 


In his example of a programme of pas- 
ture improvement for 1,000 acres at a rate 
of 100 acres per year "for ten years, Mr, 
Gallagher has said that the farmer’s net 
profit will decline by a small amount in 
the first year and stay lower for the first 
few years. I suggest, however, that the 
decline would be more protracted and 
more severe than the figures given. 


In the first place an increased gross re- 
turn from wool would be unlikely before 
the third year of the programme, by which 
time 300 acres would have been sown 
down, two annual topdressings of super- 
phosphate would have been given to the 
first 100 acres, and one topdressing to the 
second 100 acres, and two lots of additional] 
sheep would have been purchased. The 
programme in tabular form would appear 
as set out below. 


In the second place the increase in 
carrying capacity under improved pasture 
from 2/3 dry sheep per acre to three ewes 
with lambs per acre would not immedi- 
ately follow the sowing of the pasture, as 
is suggested by the budgeted rise of 380 in 
stock numbers at the end of the first year. 
An increase of this order could hardly be 
contemplated in average circumstances be- 
fore the third spring following sowing 
down, which under the above programme 
would refer to the fourth year in the case 
of the first 100 acres and the thirteenth 
year for the last 100 acres. The plan 
would therefore not be completed until the 
wool cheque of the fourteenth year was 
received 


The rate at which increased production 
was achieved would, of course, depend on 
local circumstances, and while my argu- 
ment is necessarily hypothetical I believe 
it serves to make my point. For those 
people interested in the subject, I would 
mention the report of a survey conducted 
in the wheat districts of southern New 
South Wales, by F. H. Gruen, of the State 
Department of Agriculture, entitled Finan- 
cial Aspects of Pasture Improvement on 
Southern Wheat-Sheep Farms in the "e- 
cember 1956 issue of the Review of Mar- 
keting and Agricultural Economics, pub- 
lished by the Department of Agriculture. 


C. I. A. BEALE, Agricultural Officer. 


Third Year 

2nd lot of additional sheep 
purchased. 

1st lot of additional sheep 
shorn and gross profits in- 
creased. 

8rd 100 acres sown. Ist 
and 2nd 100 acres top- 
dressed. 


pur- 


and late 
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Interim Report on Survey 





FINANCIAL ORGANISATION AND 
CONTROL IN AUSTRALIA BY 


COMPANIES 


By E. BRYAN SMYTH, Professor of Accountancy 
The University of New South Wales 


IS is an interim report upon a 
survey, the primary object of 
which was to examine and evaluate 
existing financial organisation and 
control in Australian companies, and 
to ascertain the extent to which the 
“controllership” function! is recog- 
nised. Secondary objects were:— 
(a) to assist companies participat- 
ing by providing a means by 
which they could make a useful 
appraisal of their own organi- 
sation; 
to enable comparisons to be 
made between the best practice 
overseas and that operating in 
Australia; and 


to assist the University of New 
South Wales in _ designing 
courses which would be best 
fitted to serve the needs of in- 
dustry and commerce. 

In planning this project it was 
realized that the maximum co- 
operation from industry would be 
necessary if worthwhile results 
were to be achieved. The Australian 
Institute of Management (Sydney 
Division)? willingly participated in 





l. As defined later in this report. 


*, Acknowledgements. The members of the 
Finance Panel of the Australian Institute of 
Management (Sydney Division) gave valu- 
able assistance; particularly Messrs. J. 
Gerathy, A. McNaughton and M. H. Rout, 
in the design of the questionnaire; and Mr. 
E. B. Cheetham in compiling the list of 
companies to be used as the survey sample. 
The author is indebted to International 
Business Machines Ltd. for the card punch- 
ing and tabulation of the data, and their 
very ready co-operation in running such 
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the planning stage of the survey 
thereby assisting the author to ob- 
tain the necessary company co- 
operation. 


The 31 item questionnaire was 
circulated in July, 1957, to 450 se- 
lected? companies drawn from all 
States of the Commonwealth. Re- 
plies were received from 156 
companies (34.7%)—a most gratify- 
ing result considering the length of 
the questionnaire and the average 
response to similar enquiries (22%): 
i.e., enquiry by mail, without per- 
sonal interview or follow-up action. 


The 450 companies selected repre- 
sented a qualitative cross-section of 
Australian industrial, financial and 
commercial organisations, although 
in the selection of those companies 
there was a bias towards the major 
companies in their respective fields. 
Of the companies which replied, 
75.6 per cent. were listed or public 
companies, the majority with sub- 
sidiaries or themselves members of 
a group. The remaining 24.4 per 
cent. included unlisted or propriet- 
ary companies and some statutory 





cross-sortings as were necessary at this 
stage. The author's prime task and sole 
responsibility was in compiling this interim 
report and for all of the views expressed 
herein. 

. Companies comprising the sample were 
selected partly from Rydge’s Year Book 
(May 1957) and partly from the Company 
membership list of the Australian Institute 
of Management. Only substantial com- 
panies were included and these were chosen 
from various business activity groups so as 
to obtain a fair cross section of Australian 
industry and commerce. 
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authorities, all of substantial size. 
One would therefore expect to find 
reflected in the replies received a 
higher than average standard in 
both internal organisation and con- 
trol; moreover, this tendency would 
be further accentuated by the fact 
that it was not possible to follow 
normal call-back procedure for the 
purpose of resolving doubts, elimi- 
nating queries, and securing some 
information from the 65.3 per cent. 
of companies (294) which did not 
reply. If the characteristics of this 
non-response group were known, it 
would also be clear whether or not 
it would be necessary to modify in 
any significant way the tentative 
conclusions and observations which 
have been made. 


In the process of recording and 
summarising the information made 
available by the 34.7 per cent. of the 
companies (156) circulated it was 
apparent that some questions had 
not been equally well understood 
and that some of the terms used in 
the questionnaire had been inter- 
preted in different ways. This was 
not unexpected. 


Much useful information relating 
to the 156 responding companies was 
obtained but it does not constitute a 
satisfactory base upon which to rest 
conclusions about Australian com- 
panies as a whole or, for that mat- 
ter, about the 450 companies in the 
sample. This would require much 
further investigation. 


This interim report’ therefore, 
should be accepted subject to the 
qualifications stated. 


Definitions of Terms 


To achieve uniformity of under- 
standing about the various terms 
used in the questionnaire, with or 
without agreement as to the precise 
content of such definitions, was one 
of those pre-requisites for the sur- 
vey which it was not possible to 
satisfy. It is felt, however, that this 
question of term definition should 
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be dealt with in part here, at least 
by way of information. 


Emphasis on the control concept 
has led to the emergence in the 
U.S.A. of the “Controller”, an exe. 
cutive who ranks in the top-flight of 
management. The duties of the 
controller may be briefly described 
as those relating to the control as- 
pects of finance and accounting, 
including cost accounting. One of 
the main objectives of this survey 
was to discover, how many Aus- 
tralian companies have given ade 
quate recognition to the controller- 
ship function. 


Financial Organisation refers to 
the assignment of functions and re- 
sponsibilities and the arrangement 
of duties within the financial and 
accounting departments of an enter- 
prise. Proper financial organisation 
is essential if management is to 
achieve planned objectives. It is a 
pre-requisite to control and estab- 
lishes a point of reference by defin- 
ing areas of responsibility for those 
charged with the implementation of 
the plans of the enterprise. An ex- 
amination of the pattern of financial 
organisation (as thus defined) in 
Australian companies was another 
main object of this survey. 


Financial Control is part of the 
broader concept Internal Control! 
—a concept of scientific management 
—a process by which all activities 
of an enterprise are planned and 
regulated, and by which the pres 





4. “Internal Control’’ has been defined in & 
special report issued by the Committee on 
Auditing Procedures of the American In- 
stitute of Accountants in 1949 as: “. .+ 
the plan of organisation and ail of the 
co-ordinate methods and measures adopted 
within a business to safeguard its assets; 
check the accuracy and reliability of its 
accounting data; promote operational effici- 
ency and encourage adherence to prescribed 
managerial policies’’. According to the 
Committee issuing this definition, the essen- 
tial features of a system of internal control 
would include: “a plan of organisation 
which provides appropriate segregation of 
functional responsibilities; a system o 
authorisation and recording procedures ade- 
quate to provide reasonable accounting con- 
trol over assets, liabilities, revenues and 
expenses’’. 
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sures necessary for efficiency are 
exercised and maintained. In the 
wide sense, internal control covers 
both financial and non-financial as- 
pects of business activities, implying 
a plan, standard or budget, against 
which actual performance can be 
continually measured and evaluated. 
It includes accounting control which 
may be defined as the control of 
costs and expenses through the use 
of accounts; the guidance and regu- 
lation of business activity through 
the measurement of performance by 
means of accounting, statistical 
reords and reports. Areas of 
financial control include, for ex- 
ample, the control of inventories, 
plant and equipment, accounts re- 
ceivable, working capital, liabilities, 
costs and expenses, and revenues. 
Control tools and devices include 
budgets and budgetary control, ac- 
counting ratios and analysis, statis- 
tical methods, cost accounting 
systems including standard costs, 
long-range forecasts and _ internal 
audit. Internal reports to manage- 
ment are important in achieving 
fnancial control; they indicate 
variations of actual from planned 
performance and enable remedial 
ation to be taken by management 
at the appropriate level. Direct cost- 
ing, operations research, and adjust- 
ments for price level changes are 
ther techniques adaptable for pur- 
poses of financial control. The 
txamination of the financial con- 
trols existing in Australian com- 
anies is perhaps the most import- 
at aspect of this survey, and it is 
against the background of the 
ifinitions presented that any 
Waluation must be made. 


Detailed Results of Survey 


Completion of the survey-ques- 
lonnaire represented a major task 
iid required a high order of co- 
eration; the author is therefore 
most grateful to each of the 156 
‘mpanies who furnished replies. 

tever critical observations are 
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made in this interim report about 
the group as a whole have been made 
objectively, and should be taken as 
having been tempered or moderated 
by a recognition and appreciation of 
the help received. 


Of the 156 replies analysed, 118 
were stated to be from public com- 
panies, 28 from proprietary com- 
panies, six from statutory authori- 
ties, and four from companies in 
other categories. Nineteen replies 
were stated to be from holding com- 
panies, 24 from subsidiaries, and 77 
from groups comprising both a 
holding company and_ subsidiaries. 
The other 36 were presumably from 
“independent” companies. Of the 
120 comprising holding and sub- 
sidiary companies, financial control 
was centred in the holding company 
in 98 cases, and in each company 
separately in 22. 


Type and Size of Companies Parti- 
cipating 

The various types of businesses 
conducted by the 156 companies are 
shown in Table I, which was in turn 
rearranged into four main groups, 
as shown in Table II. This latter 
subdivision was useful in analysing 
answers to some of the later ques- 
tions, particularly those relating to 
budgets and financial reports. 


The respective sizes of the 156 
companies may be gauged from the 
ranges of their shareholders’ funds 





TABLE I 
Type of Business Conducted No. 


(a) Manufacturing (sale of products 
through autonomous subsidiaries) 5 

(b) Manufacturing and Selling 73 

(c) Selling and Distribution (Whole- 
sale) 8 








(d) Selling (Retail) 4 
(e) Finance (Insurance, Banking, Hire 
Purchase, etc.) 13 
(f) Public Utility 10 
(g) Other (Entertainment, Transport, 
Communications, etc.) 16 
(h) Combinations of above 27 








TABLE II 
Type of Business No. 








A) Manufacturing only 

B) Both Manufacturing and Distribu- 
tion 103 

C) Selling and Distribution only 14 

D) Others (Financial, Service, etc.) 34 


( 
( 
( 
( 





TABLE III 


Range of Shareholders’ Funds and 
Turnover 





Companies 
with Companies 
Share- with 
holders’ Turnover 


Range—(f£m) 
Funds in in range 





£im or less 
£im to 

£im to 

£1m to 

£5m to 
£10m to 20m 
£20m to 30m 
over 30m 
not answered 











TABLE IV 
Number of Employees 





Companies with 


Range "Employees in range 





500 or less 
500 to 1000 
1000 to 2000 
2000 to 3000 
over 3000 

not answered 








TABLE V 


Title of Chief Financial or Accounting 
Executive 





No. of 


Title Used C 
ases 





Secretary .... .... .... .. ‘a 70 
Chief Accountant, Account- 

ant or Cost Accountant 39 
Controller (or variations) 12 
Finance Manager = 8 
Treasurer .... .... a) she 5 
Other titles* ... seu ks 22 


156 
*These included director or manager (or 


: ag 
variations) with some addition indicating 
financial or accounting responsibility. 
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and turnover as shown in Table II], 
and from the number of their em. 
ployees, in Table IV. 


A total of 21.8 per cent. of com- 
panies replying were reluctant to 
supply turnover figures. Neverthe 
less, a 91 per cent. disclosure of 
shareholders’ funds and a 78.2 per 
cent. disclosure of turnover was a 
pleasing response. 


The total shareholders’ funds of 
144 companies (92.3% of the re 
plies) was £1,145m, the _ total 
turnover of 125 companies (80.1%) 
was £1,451m, and the aggregate 
number of employees of 152 com- 
panies (97.4%) was 268,000. The 
replies received suggested that re 
sponding companies were willing to 
disclose information concerning the 
number of employees more often 
than their shareholders’ funds and 
turnover, and were least willing to 
disclose turnover. 


Financial Organisation 

The functional line and staff type 
of organisation structure was most 
popular, being used by 102 com- 
panies, and, in conjunction with 
either the regional or product divi- 
sion, or both, by another 29 con- 
panies. Nine had the regional, and 
eight the product division only; six 
had other types of organisational 
pattern, and two did not reply. The 
managing director in 29 companies 
and the general manager in another 
nine were the only “working” (i. 
full-time employee) directors, but 
another 46 companies, functio 
managers were also directors, and, 
in yet another 46, various other 
executives served on the board; 26 
companies did not answer the ques- 
tion. In 83 (53.2%) cases the chief 
management executive was the 
managing director, and i 
(31.4%) the general manager. 
22 cases the chief executive was de 
scribed other than as the managing 
director or general manager, 4! 
two companies did not answer. 
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The chief financial executive was 
responsible in 111 cases to the 
managing director or general mana- 
ger, in eleven cases to the board 
(which seems most undesirable), in 
nine to the secretary, and in 25 
cases to various other executives. It 
is interesting to observe that in only 
twelve cases was the title “Con- 
troller” (or Comptroller) used. 
(Table V.) 


Financial Controls 

Budgets were reported to be used 
by 185 companies, long-range fore- 
casts by 102, internal audit by 86, 
accounting ratios (for analysis) by 
83, statistical methods by 81, direct 
costing by 80, standard costs by 77, 
and operations research by 55. It is 
dificult, however, to believe that 


direct costing would be used in 
more cases than standard costs. 
Some companies appear to have con- 
fused “direct” costing (as a system 
distinct from “absorption” costing) 
with direct costs as used in the cal- 
culation of prime cost. It would also 


be desirable to have further infor- 
mation regarding the extent to 
which direct costing is used in the 
larger companies. The same applies 
to the extent to which internal audit 
is used. “Internal audit’> may be 
interpreted in the broad sense, which 
would include the appraisal of all 
activities of the enterprise, whether 
fnancial or non-financial, or in the 
harrow sense, which limits it to 
routine internal checking. It has not 
been possible, however, to distin- 
guish between these two interpreta-. 
tions in analysing reported results. 
On the other hand, it does not seem 





i. In a Statement of Responsibilities issued by 
the Institute of Internal Auditors, U.S.A.— 
“Internal Audit’’ has been described as ‘‘the 
independent appraisal activity within a 
business organisation established for the 
review of the accounting, financial, and 
other operations as a basis for protective 
and constructive service to management. It 
ils a type of control which functions by 
measuring and evaluating the effectiveness 
of other types of control’’. 
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consistent to find budgets used in 
more cases than standard costs. The 
greatest use of the latter would 
probably be made by companies in 
the manufacturing groups, whereas 
budgets could be applicable to all. 


An accounting manual existed in 
complete form in 33 companies, in 
partial form in 83, was non-existent 
in 28, and twelve companies did not 
reply to this question. In the 33 
companies in which it existed in 
complete form, the manual included 
a chart or classification of accounts 
in 26 cases, but was periodically re- 
vised in only 21 of these. In an- 
other six cases it did not contain a 
chart of accounts at all, although it 
was revised periodically, and in the 
remaining case it neither contained a 
chart of accounts nor was it revised. 
In the 83 companies in which the 
manual existed in partial form, it 
contained a chart of accounts in 49 
cases, but was periodically revised 
in only 40. In eleven cases it did not 
contain a chart of accounts nor was 
it revised. The manual thus existed 
in its most complete form in 21 cases 
(13.5%); although it was used in 
varying degrees by 116 (74.4%) 
companies. 


Other financial controls included 
the maintenance of a plant register 
in 125 cases (20 companies did not 
use a plant register and eleven did 
not reply); the ageing of accounts 
receivable (monthly) in 134 cases 
(nine answered “No”; thirteen did 
not reply); and the ageing of ac- 
counts payable (monthly) in 74 
cases (64 “No” and eighteen did not 
reply). 

These replies indicate that fairly 
extensive overall use has been made 
of the various financial and account- 
ing control techniques available, but 
the extent to which these have been 
co-ordinated and integrated by in- 
dividual companies into efficient 
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accounting and reporting systems is 
not so apparent. 


Budgets 

Of the 135 companies which used 
budgets, 102 made long-range fore- 
casts as well; 55 used flexible and 74 
fixed budgets, and six used both 
forms. It would appear that greater 
use might be made of flexible bud- 
gets. The executive responsible for 
co-ordinating the budget was the 
secretary in 55 cases, the chief ac- 
countant in 34, the budget officer in 
fourteen, the controller in thirteen, 
the general manager in eleven, the 
finance manager in five, and the 
treasurer in three. In only 41 cases 
was there a budget committee and 
in only 38 a budget manual. These 
figures indicate scope for improve- 
ment as far as budget organisation 
is concerned. One hundred and 
seventeen companies prepared bud- 
get reconciliation reports; 96 at 
monthly or more frequent intervals, 
and 21 over periods ranging from 
three months to a year. One 
hundred and three companies sup- 


plied reasons for variances with the 


budget reports, and only fourteen 
companies which submitted compari- 
sons of actual with standard or 
budgeted figures did not supply 
reasons for variances. The types of 
budgets prepared and the frequen- 
cies with which they were submitted 
are shown in Table VI. 


The figures relating to sales and 
production have more meaning in 
relation to the classification of com- 
panies as shown in Table II. The 
sales budget would apply mainly to 
companies in groups B, C and per- 
haps D. It would appear, therefore, 
that most companies prepare sales 
budgets. Similarly, the production 
budget would apply mainly to com- 
panies in groups A and B. There- 
fore, production budgets have been 
prepared in approximately 102 of 
108 cases, a better result than is 
indicated by Table VI. It will also 
be noted from Table VI that cash 
budgets are used in 118 companies— 
the remainder apparently rely on 
their bank statements or cash sur- 
pluses. One hundred and twenty 





TABLE VI 


156 Companies—Types of Budgets and Frequency of Preparation. 





Companies 


Type of Budget | Preparing 


Companies Budgeting in Advance 
for Period shown (in months) Not 


Answered*® 





type of 
budget 


6 12 Over 12 





Sales 121 
Production 102 
Manufacturing 
Expense 96 
Selling Expense 111 
Administrative 
Expense 119 
Capital 
Expenditure 127 
Working Capital 96 
Cash 118 
Profit and Loss 120 
Balance Sheet 85 











18 68 25 
19 58 17 


19 62 9 
24 b4 13 


75 13 


61 39 
49 26 
47 28 
68 23 
48 














*Or negative answer—compare with Table VII since ‘“‘Not Answered” includes ‘‘Not Applicable”. 
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prepare a profit and loss budget, and 
85 a projected balance sheet. It will 
also be noted that while twelve 
months was the most popular bud- 
getary period, quite a number of 
companies budgeted further ahead. 


The figures in Table VI, when 
shown in relation to companies in 
group B, assume more meaning and 
reveal a fairly extensive use of most 
types of budgets by companies in 
this group. These results are shown 
in Table VII. 


The five manufacturing companies 
in group A (Table II) mainly budget 
for a twelve-monthly period, and 
two-thirds of the companies in group 
D did not answer the question re- 
garding types of budgets used. This 
would indicate that those companies 
do not use budgets as widely as per- 
haps they could. 


Standards and Cost Systems 

As already seen, 77 companies 
used standard costs. Of these, 64 in- 
corporated the standards into a cost 
accounting system and thirteen used 


them as a basis for statistical com- 
parisons made outside the account- 
ing system. Twenty-one companies 
fixed standards by time and motion 
studies, seven by methods-time 
measurement, fifteen by estimates, 
and 34 used various combinations 
of all three methods. Where com- 
parisons with standard or budgeted 
figures were made, all but fourteen 
companies as previously mentioned, 
furnished reasons for variances with 
the control reports. Thirty-seven of 
the 77 companies used a pre-deter- 
mined process cost system, eight a 
pre-determined job order system, 
and the remainder used various 
combinations of pre-determined cost 
systems. 


In addition to the companies using 
standard costs, 33 other companies 
had historical cost systems. Of 


these, 21 used process costs and 
twelve job order costs. In addition 
some of the companies which em- 
ployed standards also had historical 
cost systems for ancillary purposes. 
In all, various systems of cost ac- 





TABLE VII 
103 Manufacturing and Distribution Companies 


Types of Budgets and Frequency of Preparation 





Companies 


Type of Budget | Preparing 


Companies Budgeting in Advance 
for Period shown (in months) Not 





type of 
budget 


w 


Answered* 


6 12 Over 12 





Sales 93 
Production 87 
Manufacturing 

Expense 82 
Selling Expense 86 
Administrative 

Expense 88 
Capital 

Expenditure 89 
Working Capital 71 
Cash 88 
Profit and Loss 84 
Balance Sheet 61 


Nanako bF WR AD 











14 54 19 10 
17 49 15 16 


17 52 9 21 
18 54 17 


17 


9 
9 
19 
11 
7 














*Or negative answer. 
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counting were employed by about 
two-thirds of the total number of 
companies comprising the sample. 


Inventory Control and Financial 
Reports 


One hundred and _ twenty-seven 
companies reported keeping perpe- 
tual inventory records of stock, ten 
kept no such records, and nineteen 
did not answer. The physical stock 
count was continuous in 44 cases, 
periodic in 73, both continuous and 
periodic in 23, not applicable in 
seven, and nine did not answer. Re- 
ports covering slow-moving, obsolete 
or damaged stock, or in relation to 
stock outside the maximum or mini- 
mum requirements were prepared in 
112 cases, were not applicable in 
twelve cases, and 32 companies did 
not reply. These results indicate 
reasonably good inventory control, 
considering that some companies 
conducted business of types (re- 
ferred to in Table III) which would 
not normally require detailed in- 
ventories, 


Financial Reports to Top 
Management 


It would appear that reports to 
top management are _ extensively 
used. The results for all companies 
are summarised in Table VIII. 


Monthly reports were used in the 
greatest number of cases. The same 
figures are broken down in Table IX 
in respect of the 103 manufacturing 
and distribution companies. The 
figures then assume much greater 
significance, indicating extensive use 
of top management reports. 


Data supplied by the five manu- 
facturing companies in group A re- 
vealed a widespread use of reports 
to top management, and these were 
presented in most instances at 
weekly or, at least, monthly inter- 
vals. Companies in group C also 
made frequent use of such reports, 
but results fell off in group D, where 
only about 50% reported to top 
management. 





TABLE VIII 


156 Companies—Financial Reports to Top Management 





Com- 


Companies preparing reports with frequencies shown 


Not* 





Type of Report 


Daily Weekly 


report 


Answered 
Half- 


Monthly | Quarterly Yearly Yearly 








154 58 
154 2 


141 3 
150 _ 
113 26 
147 35 
143 3 
129 2 


136 2 
117 _— 


Cash Position 
Balance Sheet 
Capital 
Expenditure 
Profit and Loss 
Production 
Sales 
Expenses 
Inventories 
Accounts 
Receivable 
Budget 
Reconciliation 














35 -- — 
66 23 26 
101 14 10 
118 14 6 
59 — — 
75 1 — 
116 10 : 
79 9 1 


101 2 
90 10 

















*Or negative answer—compare with Table [IX since ‘‘Not Answered”’ includes ‘‘Not Applicable”. 
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In such reports, the chief account- 
ing executive included his interpre- 
tation of the figures in 94 cases, and 
in 62 he did not. Top management 
interpreted the figures with the aid 
of operating and accounting execu- 
tives in 188 cases, and made its own 
interpretation of the figures without 
- aid of advisors, in eighteen cases 
only. 


Financial Reports to Middle 

Management 

From replies received it seems 
clear that in respect of responding 
companies reports are not submitted 
to the middle levels of management 
as frequently as to the top levels. 
The figures are shown in Table X. 


Results in respect of the 103 com- 
panies in the manufacturing and dis- 
— group are shown in Table 


These results also show a falling 
off as compared with Table IX. The 
next table (Table XII) is presented 
to show the limited extent to which 


reports have been used by the com- 
panies in group D of Table III. 


Quite a large proportion of com- 
panies in group D have given 
negative answers or failed to reply 
on the matter of reports to middle 
management and the inference is 
that in many cases reports were not 
used for control purposes. 


An important consideration in re- 
lation to financial reports is the 
effect of changes in price levels and 
also in the value of money due to 
inflation. It seems to be generally 
accepted among accountants® as the 
best practice that conventional ac- 
counting records should not be 





6. In July, 1957, an opinion survey on price- 
level adjustments of depreciation was con- 
ducted by the Research Department of the 
American Institute of Certified Public 
Accountants. The majority opinion was that 
the disclosure of depreciation on the basis 
of current costs should be made in a 
supplementary manner, e.g., as footnotes to 
financial] statements, or a part of the ac- 
companying reports, but that present 
methods of reporting depreciation in the 
financial statements shoukid be left undis- 
turbed. 





TABLE IX 
103 Manufacturing and Distribution Companies 
Financial Reports to Top Management 





Com- 
panies 
pre- 


Companies preparing reports with frequencies shown 





Type of Report paring 
type of 
of Daily Weekly 


report 


Half- 


Yearly Yearly 


Monthly |Quarterly 





Cash Position 
Balance Sheet 
Capital 
xpenditure 1 
Profit and Loss 
Production 
es 
Expenses 
Inventories 
Accounts 
Receivable 
Budget 


36 


21 


25 
1 
2 
1 
3 











Reconciliation 





29 
50 


72 
85 
50 
58 


83 
59 


<a 
to 
re 
> | 


_ 
osu | | am 
eam | | men 

& OmEe~wlo me 


| 
| 


~ 
for) 


7 


to 
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altered to reflect price level changes, 
but that this information should 
nevertheless be disclosed in supple- 
mentary statements. This present 
survey confirmed the first part of 
this view, as only five companies 
reported adjusting their accounting 
records to reflect price level changes. 
But in relation to the view that the 
information should still be disclosed, 
only 20 companies reported making 
adjustments by means of supple- 
mentary statements or in published 
annual financial reports to show the 
effects of such changes. It would 
seem that much remains to be done 
if management is to be given full 
information regarding vital move- 
ments in real capital, and that there 
is a need for the introduction of 


management reports of a_ special 
nature to supply this important in- 
formation. 


General Conclusions 


From the detailed results analysed 
some conclusions of a general nature 
applicable to the 156 responding 
companies may be stated. Firstly, 
the same degree of emphasis on the 
controllership function does not 
seem to exist in Australia as in the 
United States of America and 
Canada. Only a few large Australian 
companies, including subsidiaries of 
American corporations, have estab- 
lished controllership positions. Here, 
financial, commercial and assistant 
managers, treasurers, secretaries, 
and chief accountants exercise some 
or all of the controller’s functions. 





TABLE X 
156 Companies—Financial Reports to Middle Levels of Management 





Com- 
panies 
pre- 


Companies preparing reports with frequencies shown 


Not® 





Type of Report paring 
type of 
of Daily 


report 


Weekly 


Answered 
Half- 


Yearly Yearly 


Monthly | Quarterly 





Production 100 46 
Manufacturing 
Expenses 97 3 
Product Costs 81 5 
Sales 36 
Selling and 
Distribution 
Expenses 
Administrative 
Expenses 
Fixed Asset 
Expenditure 
Material 
Variances 
Labour 
Variances 
Expense 
Variances 
Orders Booked 
Shipments 
Backlog of 
Orders 














26 
80 
61 
59 
84 
85 
71 
40 

2 
45 
20 
28 


28 

















*Or negative answer—compare with Tables XI and XII since ‘‘Not Answered” includes “Not 


Applicable’’. 
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True, the title does not matter, 
put in spite of a growing awareness 
of the controllership function, the 
control aspects of accounting are 
not so widely recognised. Many en- 
terprises appear to be aware of the 
necessity of exercising control over 
operations, but as previously men- 
tioned, there is insufficient evidence 
that control techniques are  or- 
ganised and integrated, with the 
responsibility for their co-ordination 
and maintenance vested in a single 
person (whatever his title) or in a 
particular group working together 
as a team. 


Secondly, the replies received did 
not, in general, indicate the existence 
of an organisation structure through 
which financial control could be 


most effectively achieved. 


Thirdly, though good use appears 
to have been made of particular ac- 
counting control procedures, these in 
themselves are of little value unless 
they are used to maximum advant- 
age as part of a well-organised ac- 
counting control system. 


Because of the evident lack of a 
uniformity of understanding as to 
the meaning of terms used in the 
questionnaire — an understanding 
which could be achieved only by per- 
sonal interview—a much more de- 
tailed enquiry would be necessary in 
relation to some of the techniques 
reported as being used, notably in- 
ternal auditing and direct costing— 
before it could be accepted that the 
named procedures are those which 
are in fact operating. 





TABLE XI 
103 Manufacturing and Distribution Companies 
Financial Reports to Middle Levels of Management 





Com- 
panies 
pre- 


Companies preparing reports with frequencies shown 


Not* 





paring 
type of 

of Daily 
report 


Type of Report 
Weekly 


Monthly | Quarterly 


Answered 
Half- 


Yearly Yearly 








Production 85 
Manufacturing 
Expenses 82 
Product Costs 
Sales 
Selling and 
Distribution 
Expenses 
Administrative 
Expenses 
Fixed Asset 
Expenditure 
Material 
Variances 
bour 
Variances 
Expense 
Variances 
Orders Booked 
Shipments 
Backlog of 
Orders 














20 
67 
50 
43 
66 
64 
55 
38 

2 
42 
17 
23 


23 
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In this report the responding 
companies have been divided into 
four main groups, the dominant 
group being those engaged in both 
manufacturing and distribution. It 
is, however, recognised that within 
this group, and also within the other 
groups, some lack of homogeneity 
may exist. There may be also special 
circumstances, or features peculiar 
to particular organisations or in- 
dustries which may demand that 
special emphasis be given to some 
controls and less to others, or render 
others again wholly inapplicable. 
Whether or not, on a closer analysis, 
these characteristics would be found 
to affect significantly the conclusions 
reached or observations made, is 
something which only a more de- 
tailed analysis of the data available 
would disclose. 


These matters serve to highlight 
the importance of a survey of this 
kind and to emphasise that it is a 
major task demanding resources be- 


yond those available at the time. In 
order to arrive at conclusions appli- 
cable to Australian companies in 
general, a formal method of random 
sampling would have to be used com- 
bined with some systematic follow. 
up of non-respondents. 


It is inconceivable that any one 
of the responding companies, or any 
other undertaking, would believe 
that it had reached such perfection 
in its organisation that further im- 
provement was’ impossibie. The 
author may then fairly hope that 
management, in the constant and 
imaginative search for creative 
ideas, found in the survey-ques- 
tionnaire at least a reminder of the 
importance, not only of assessing the 
existing state and condition of the 
various financial and accounting 
controls within their own organisa- 
tion, but also of the pressing need to 
provide more training in the under- 
lying principles involved. 





TABLE XII 
Companies—Financial Reports to Middle Levels of Management 





Com- 
panies 
pre- 


Companies preparing reports with frequencies shown Not 


answered 





paring 
type of 

of Dally 
report 


Type of Report 


Weekly 


or 
negative 
answer 


Half- 


Yearly Yearly 


Monthly | Quarterly 





Sales 17 3 5 
Selling and 
Distribution 
Expenses 
Administrative 
Expenses 
Fixed Assets 
Expenditure 10 
Orders Booked 5 
Shipments 5 
Backlog of 
Orders 5 


10 — 
13 — 


% 
1 
1 














7 1 1 

















*This does not include Group A—‘‘Manufacturing only’’ or Group C—‘‘Selling and Distribution 


only’’. (See Table II.) 
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CURRENT PROBLEMS DISCUSSED 
IN OVERSEAS JOURNALS 


Notes prepared by members of the teaching staff in 
the Department of Accounting, University of Melbourne. 


Accounting Records 

N.A.A. Bulletin, May, W. G. Cole, 
reviews the fundamentals of inte- 
grated data processing and goes on 
to describe a practical approach to 
its development and _ installation. 
“With the growth of business to its 
present complex structure, the ten- 
dency has been to break the ‘whole’ 
into many, many parts. The break- 
ing into parts, or functionalizing, 
has led to much paperwork genera- 
tion.” Against this background, IDP 
is seen as a systematic method of 
recording which cuts across depart- 
mental boundaries. 


Accounting Reports 

Writing on “Accounting for Stock- 
holder Growth” in The Journal of 
Accountancy, May, D. A. Corbin 
suggests, in view of the increasing 
number of shareholders in American 
companies, that greater effort should 
be made to clarify and simplify re- 
ports to shareholders and urges 
accountants to improve the terminol- 
ogy used in the reports. He recom- 
mends the adoption of supplement- 
ary information to permit adjust- 
ments for rising prices, and proposes 
the inclusion of audited statistics on 
share holdings. 


The New York Certified Public 
Accountant, May, reports that a sur- 
vey carried out in Louisiana indi- 
cates that 61 r cent. of public 
accountants in that State include, in 
every report they prepare, a state- 
ment showing the source and appli- 
cation of funds. The survey also 
showed that ten years ago only 32 
per cent. prepared such a statement. 
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The most popular title (42 per cent.) 
was “Statement of Sources and 
Applications of Funds”. 


Accounting Theory 

In the April issue of Accounting 
Research, H. McCredie makes a com- 
parison of legal and accounting prin- 
ciples, whilst J. A. Scott has a note 
on “Writing Off”. He suggests that 
items such as depreciation should 
be the subject of two journal entries 
—the first to record the loss of capi- 
tal and the second to provide for the 
replenishment of the capital cost. 


In the same issue, K. C. Banerjee 
writes on “Cost, Price, Profit and 
Volume Re-actions Further Consid- 
ered.” A previous article had ap- 
peared in the October, 1954 issue of 
this journal and had developed two 
formulae, one of which is applied 
in the present article to determine 
product mix, selling price and opti- 
mum use of a given plant capacity. 
Auditing 

The long-standing practice of 
auditors in Sweden and Finland of 
making a management as well as a 
financial review of clients’ affairs 
and the duties of auditors in relation 
to the management of a concern are 
outlined by B. Forsstrom in an 
article, “Auditing the Management”, 
api in The Accountant, May 

4, 


Accounting Research, April, con- 
tains a re-print of a booklet en- 
titled “The Auditor Encounters 
Electronic Data Processing.” It was 
prepared for I.B.M. by an American 
acco. cing firm and is a detailed 
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study of the audit problem in rela- 
tion to the largest and most advanced 
electronic installation that is com- 
mercially available. The article 
claims that, in its present form, this 
equipment requires no revolutionary 
change in the auditor’s mode of 
operations. There is the same need 
for review of the system of internal 
control. Processing accuracy is 
achieved by inclusion of various 
“checks” in the programmes. Source 
material is still being prepared in 
visible form and this is giving the 
auditor time to amend his procedures 
to cope with the stage where no 
visible source material will be avail- 
able. 

A. C. Tierjen, writing on “Changes 
in Public Accounting” in the May 
issue of The Journal of Accountancy, 
proffers the belief that the “continu- 
ing engagement” (that is, continuous 
audit) and the “business approach” 
(that is, an understanding of the 
activities and ramifications of the 
client enterprise) together offer the 
best solution to the pressing problem 
for auditors of rendering a higher 
level of service with less manpower. 


In the same issue, R. K. Mautz, in 
“The Nature and Reliability of 
Audit Evidence”, discusses similari- 
ties and differences between evi- 
dence for legal and for audit pur- 
poses, and indicates the relation be- 
tween different classes of evidence 
and various basic audit techniques. 
He illustrates the caution with which 
audit evidence needs to be inter- 
preted. 

In the N.A.A. Bulletin, May, C. R. 
Jauchem discusses the “Impact of 
Electronic Data Processing on 
Auditing.” He regards the following 
as the auditor’s main concern:— 
(1) Control over input data; (2) 
Extent of built-in automatic checks; 
(3) Extent to which output data 
should be tested; (4) There should 
be enough printed records left to 
permit auditing. He foresees that 
EDP will improve the auditor’s posi- 


tion through the many safeguards 
built into data processing systems. 
“The auditor should be willing to 
accept the minimum of printed out 
details that is required for him to 
satisfy tests.” 


In the May issue of The Canadian 
Chartered Accountant, the account- 
ing research article deals with con- 
firmation of book debts by the audi- 
tor and quotes the text of C.I.C.A. 
Research Bulletin No. 15—‘Confir- 
mation of Receivables”. Direct con- 
firmation by communication with 
debtors is favoured and unless this 
or some suitable alternative form of 
confirmation has been used, the com- 
mittee is of the opinion that the audi- 
tor’s report should be qualified. 


The regular section dealing with 
accounting research in The Canadian 
Chartered Accountant is concerned 
(in the April issue) with various in- 
terpretations of the word “market” 
in the “golden rule” for the valuation 
of stocks—“the lower of cost or mar- 
ket price”. Recommendations of the 
American and English Institutes on 
the subject are compared, and com- 
ments by members of the Canadian 
Institute Research Committee on 
the meaning of market price are 
published. 


In The Accountants’ Journal 
(N.Z.), May, several articles of in- 
terest dealing with aspects of the 
auditor’s duties appear. One, by E. 
D. Wilkinson, deals with “Investiga- 
tions and Reports”, for valuation, 
assessment of creditworthiness, or 
detection of fraud. Another item is 
a reprint of the recommendation of 
the Institute of Chartered Account- 
ants in England and Wales on the 
auditor’s duties in regard to events 
occurring after balance sheet date, 
with comment from the New Zealand 
point of view. Next is an article 
quoting and commenting upon a re- 
cent House of Lords decision regard- 
ing auditors’ rights of access to 
records. 
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Capital Management 

C. H. Brock, “Some Aspects of the 
Planning and Control of Capital Ex- 
penditure,” Cost and Management, 
May, considers various features of a 
sound system of control of capital 
expenditure planning, the basic prin- 
ciples of which are the existence of a 
long term capital development plan, 
reliable estimates of the cost and 
profitability of a project, and the de- 
signing of a capital expenditure con- 
trol system which will assist rather 
than handicap management. 


Electronic Data Processing 


D. B. E. Douglas-Withers, in “Sur- 
vey for Computers,” The Account- 
ant, May 3, examines the character- 
istics of the electronic computer and 
explains the basic features in its 
operation. He discusses some of the 
problems of introduction and indi- 
cates the qualifications required for 
the computer. He forecasts a great 
extension of computer usage. Some 
interesting comments on this article 
are contained in a letter from J. W. 
Mitchell appearing in the May 24 
issue of the same journal. 


In the N.A.A. Bulletin, May, A. C. 
Pouch explains in simple terms the 
fundamental principles of the opera- 
tion of electronic digital machines 
and systems. 


The same issue also contains a 
number of case studies in EDP— 
W. E. Walker, Jr., describes “How 
We Studied the Feasibility of a Com- 
puter Installation.” On similar lines, 
J. P. Montgomery writes on “Pre- 
paring for Random Access Equip- 
ment.” R. C. Flood, F. R. Starr, 
F. L. Buchheit and L. Broughton 
tell “How We Approached and Are 
Applying Electronic Accounting 
Machines.” Flood describes the over- 
all objective—“a clerical factory’. 
Starr outlines the systems work that 
enters into the installation. Buchheit 
deals with the accounting aspects, 
and Broughton describes the produc- 
tion control applications. W. G. 
Fisher and E. A. Weiss describe a 
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study made to determine whether a 
payroll is handled more cheaply on 
an electronic computer or on conven- 
tional punched-card tabulating equip- 
ment. They conclude that the tabu- 
lating approach is by far the cheaper. 
“If medium-size computers are to 
compete economically with standard 
punched card machines on simple 
accounting work, they must have 
input-output equipment much faster 
in operation than is presently avail- 
able and at no substantial increase 
in cost”. W. G. McKenna is also im- 
pressed with the possibilities of 
simpler equipment. 


“Our company has two electronic 
data processing installations, an 
IBM 705 with some 14,000 electronic 
tubes and an IBM 858 card-a-type 
with one electronic tube.” He then 
describes the extensive use his com- 
pany has made of the card-a-type. 
Finally, G. F. Pearson describes his 
company’s method of allocating the 
costs of a data processing depart- 
ment. 


Forecasting 

A method of preparing forecasts 
of financial needs and profit expecta- 
tions for a manufacturing or trading 
concern for periods of between three 
months and a year is described by 
G. Zimmerman, “Short-Term Fore- 
casts in Industrial Companies”, in 
The Journal of Accountancy, May. 


Internal Auditing 

In The Accountant, May 10, M. B. 
T. Davies, “The Internal Auditor and 
Profit Planning,” argues that in- 
ternal auditing should be regarded as 
a form of managerial control and 
that, on this basis, the study of 
profit planning is an essential part of 
any internal audit programme. He 
suggests a number of points to which 
the internal auditor should direct 
his attention in connection with 
budgeting capital expenditure, taxes, 
financing, cost control, methods im- 
— and internal auditing it- 
self. 
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Inventory Control 

In the May issue of The Controller 
there is an article on “Inventory 
Control Systems and Tables” by D. C. 
Grabe and J. R. Zwerle of the paper 
industry. It represents a detailed 
presentation of a scientific method 
of relating the various factors that 
determine the ideal quantity and 
number of purchases per year for 
both stores and raw materials. The 
tables that are developed are equally 
applicable to the problem of deter- 
mining the optimum number of times 
an item should be scheduled for pro- 
duction. 


L.LF.O. 


In “The Current Status of LIFO”’, 
an article appearing in the May issue 
of The Journal of Accountancy, H. 
T. McAnly, one of the original pro- 
ponents of the LIFO basis of valua- 
tion of stocks, traces its history in 
the U.S.A. and considers some of 
the objections advanced against its 
adoption. He goes on to discuss the 
mechanics of LIFO procedure, and 
suggests some revisions to the exist- 
ing Internal Revenue code in relation 
to its application. 


Price-Level Changes 


In “Financial Notes” in The Ac- 
countants’ Journal, London, for May, 
details are given of the methods em- 
ployed by the British-American To- 
bacco Company to calculate the 
amounts to be transferred to re- 
serves to allow for replacement of 
stock and fixed assets in the future 
at higher prices. 


Sales Policy 

Messrs. H. Kennewell and A. Ker- 
shaw, ‘The Cost Accountant’s Con- 
tribution to Sales Policy,” The Cost 
Accountant, May, discuss the criteria 
which should be used to determine 
the choice between alternative pro- 
ducts for sale, and the way in which 
the progress of the sales plan can 
be measured often enough to allow 
effective amendments to be made 
when necessary. 
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Mechanised Accounting 


In The New York Certified Public 
Accountant, recently, Gregory M. 
Boni presents an interesting case 
study illustrating the use of “Statis- 
tical Theory as an Aid in Testing 
Perpetual Inventory Records.” After 
stating the problem, the author 
shows how the sample was selected 
and how standards of tolerance were 
developed. He then discusses the 


implications of the techniques used 
in relation to auditing concepts. 


In The Accountants Magazine, 
September, Professor Robert Brown- 
ing presents an article, of particular 
value to the public accountant, de 
tailing some thoughts on “The Ac- 
countant and His Clients”. After 
examining the internal organisation 
of the accountant’s office, he proceeds 
to list a number of ways in which the 
accountant can be of maximum value 
to his clients. 


Some of the points in regard to 
third party actions against accoun- 
tants are considered in an article by 
R. F. Salmonson in the Accounting 
Review, July. It appears that the 
principal liability in such cases is in 
respect of fraud, whereas there is 
no liability for negligence. He em- 
phasises the desirability of clear- 
cut statements of principles, stan- 
dards and procedures, which, if ad- 
hered to, can help to avoid these ac- 
tions which are damaging to the 
practitioner and the profession as 4 
whole. 


Depreciation Allowances for Taxa- 
tion Purposes 

In Accounting Research, July, 
Sidney Davidson outlines the 
depreciation provisions in the taxa- 
tion laws, mainly of U.S.A. and U.K. 
Accelerated depreciation influences 
investment decisions by altering their 
relative profitability and by affecting 
the supply of funds. Further, it 
creates financial-reporting problems 
in the inter-period allocation of 
income taxes. 
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INVENTORY MANAGEMENT - 
FINANCIAL CONSIDERATIONS 


A lecture delivered recently to the Australian Institute of 


Management, Melbourne Division, 
F.A.S.A., A.C.LS., L.C.A., 


by A. E. HINGELEY, 
Assistant Manager of Supplies and 


General Services, State Electricity Commission of Victoria. 


F the importance of inventory man- 

agement needs any emphasis it is 
provided by results of the 1957 sur- 
vey of stocks made by the Australian 
Industries Development Association. 
The survey which covered 454 public 
companies showed that inventories 
totalled £408.7m., the equivalent of 
44% of shareholders’ funds, and that 
a 20% loss in value would have en- 
tirely eliminated aggregate profits 
of the 454 companies concerned 
(£79.4m.). It seems but logical, 
therefore, to suggest that if it is 
sound to invest 44% of shareholders’ 
funds in stocks, it is equally sound 
to utilise 44% of the best brains 
available in the control of this asset 
which calls for a high degree of suc- 
cessful management. 


Sir Alexander Fitzgerald describes 
the art of successful management as 
“not merely a matter of techniques 
or the selection of efficient technical 
officers. It is much more,” he says, 
“a matter of the organisation of the 
utilisation of resources—men, mate- 
rials and money .. .””" 


If we accept this definition we will 
agree probably that utilisation of the 
first two of these resources (men 
and materials) consumes the third 
resource (money) and that the skills 
employed in keeping all three re- 
sources in balance will be directly re- 
flected in the general prosperity of 
the organisation and the achievement 
of its objectives. 


In organising the utilisation of its 
resources management has many 





1. In foreword to Guide to Business Manage- 
ment by Austin Donnelly. 
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problems, including the mounting 
cost level and the demands made on 
its money resources, and these fre- 
quently are the limiting factors in 
contemplated development. Before 
making new investments or incurring 
additional responsibilities involving 
higher expenditures, management 
should ascertain what alternatives 
are available, compare the respective 
costs, assess the risks and measure 
the return by way of profit or other 
advantages. These tests and a clear 
picture of the organisation’s objec- 
tives form the basis of “the art of 
successful management” and should 
be applied to existing investment at 
frequent intervals. The latter pro- 
posa! is made on the basis that any- 
thing done the same way for two 
years should be looked at intently; if 
for four years, it should be treated 
with suspicion and if for six years it 
figuratively should be thrown away 
and a fresh start made. If this ap- 
proach is adopted with the convic- 
tion that a hard and long enough look 
will reveal room for improvement, a 
more efficient utilisation of the 
organisation’s money resources can 
be achieved. 


If the two, four, six principle is 
thought to be more than is necessary, 
let us pause to consider the case of 
the Standard Oil Co. (Ohio) :— 


“A few years ago maladjustment be- 
came evident in every phase of the supply 
and distribution of packaged products 
..- One indication of this maladjustment 
in inventories was that while full ware- 
houses showed a 90-day average supply 
of items we were out of stock on many 
volume movers and had as much as a 
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ten-year supply of certain slow movers. 
The irony of the situation was that none 
of our customers, except those in Cali- 
fornia, is more than an overnight truck 
run from company factories and not more 
than 48 hours from other packaged sup- 
ply sources. Inventory, warehousing, 
manufacturing and distribution costs 
were too high but—despite millions of 
dollars invested in inventory—we were 
still not satisfying the customer. We were 
offering too much or too little at the 
wrong time and in the wrong place. 
Everyone was trying to do anything and 
everything to satisfy the numerous severe 
complaints from salesmen and customers 
and the result nearly always took the 
form of overstock.’ 


It is clear from this report, for 
the publication of which Standard 
Oil deserves great credit, that the 
available resources were out of bal- 
ance and that the consequent reaction 
to customer complaint was to invest 
more and more money in inventories. 
If money resources had been in short 
supply or even in proper balance a 
critical examination of the position 
surely would have been undertaken 
much earlier. This is not intended 
as a reflection on Standard Oil but 
as a lead to the further conclusions— 


(a) that money resources may be out 
of balance without the know- 
ledge of top management, and 


that excess money resources are 
at times used to plug gaps caused 
by inefficiencies of which man- 
agement is unaware and when 
more effective and less costly 
remedies are available. 


In inventory management the con- 
sumption or utilisation of money re- 
sources occurs in three ways— 


(a) in providing the inventory ac- 
commodation and handling 
equipment — generally fixed 
assets ; 

(b) in procuring the inventory it- 
self—liquid assets, and 


(b) 





2. Getting the Most from Inventory Manage- 

ment—Carl J. Greek, Inventory Manager, 
Standard Oil Co. (Ohio)—A.M.A. General 
Management Series No. 172. 
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(c) in receiving, caring for and 
issuing the inventory—operat- 
ing expense. 


Financial considerations involved 
in providing accommodation and 
equipment for the inventory may be 
long- or short-term. This relates not 
so much to the assured success or 
otherwise of the investment as to the 
tying up period for the money in- 
volved. Thus a construction company 
would plan to realise on its invest- 
ment when the particular short-term 
project is completed, e.g., an inven- 
tory building at the Eildon Weir. 
Contra-wise an established manu- 
facturing company would not usually 
expect to again have the use of funds 
invested in an additional inventory 
building. 


Generally an endeavour would be 
made to avoid utilising short term 
finance, e.g., bank overdraft and 
short-period loans, to finance long- 
term fixed assets, unless it be more 
economical, of necessity or in expec- 
tation of repaying the loan by utilisa- 
tion of retained profits or of raising 
long-term finance at a later and more 
opportune date. Governmental auth- 
orities, however, have relatively less 
choice in the matter than have public 
companies as with comparatively 
unattractive interest rates they are 
obliged frequently to borrow for 
short periods largely dictated by the 
market for that class of security. 


Whether long- or short-term, man- 
agement would require to know how 
the proposal fits its general object- 
ives and— 


(a) the alternative means of secur- 
ing the organisation’s objectives 
without making the investment 
or such a large investment, e.g., 
by renting premises or by step- 
ping up inventory turnover to 
avoid additional buildings or in- 
vestment in stock; 


the increase in annual charges 
under each alternative—under- 


(b) 
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writing fees, interest or rentals, 
manning and operating the in- 
ventory accommodation—com- 
pared with the profit the in- 
vestment will earn or any other 
advantages it may secure; 


(c) whether the money is available 
or can be secured and at what 
detriment to other established 
or projected investments; 


(d) the period the additional accom- 
modation is required and if 
short-term the prospects of quit- 
ting the investment without loss 
when no longer required. 


In planning new inventory build- 
ings, the questions of size and pro- 
vision for expansion arise. From a 
financial viewpoint, the accommoda- 
tion should not be over-adequate as 
this often facilitates over-stocking. 
Those who subscribe to the theory 
that men respond best under pres- 
sure would agree that the accommo- 
dation should be somewhat less than 
that required by an average stores 
operator. By providing less accom- 
modation, management limits the de- 
mands for finance for both accom- 
modation and the inventory itself but 
it may increase other risks—a ques- 
tion of judgment and of maintaining 
a balance in each particular case. On 
this point R. J. Gibbens, F.C.W.A., 
A.M.I1.1.A., in an address to the Lon- 
don Chapter of the Institute of In- 
ternal Auditors, said— 


“The limitation of storage space may 
seem a little drastic and in some circum- 
stances very inadvisable, but with due 
care in deciding the limits and given pro- 
vision for ‘spare’ or ‘wholesale’ storage 
it is well worthy of serious consideration 
to ensure that overstocking cannot take 
place.”’3 





3. Stock Investment Control—The Accountant 
31/10/1953. 
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This, of course, is not the only way 
of controlling inventories but it is 
possibly a useful aid. However, the 
accommodation and binnage provided 
should be suitable for the type and 
adequate for the quantity of inven- 
tory to be carried, as a provision 
against losses by deterioration from 
dark, dampness or weather. Over- 
crowcing increases losses from break- 
ages and damage and raises handling 
costs. Financial loss can also arise 
directly from inadequate security 
measures permitting or encouraging 
major theft or petty pilfering and 
indirectly from the same causes if 
production holdup results. The se- 
curity measures must not end in the 
store, as they frequently do, but must 
be maintained throughout the busi- 
ness activities. 


As regards the inventory itself, 
what are the financial considerations 
of the general run of business? Some 
are obvious and others not so readily 
apparent although all make them- 
selves felt sooner or later. 


They include: providing the 
money; recouping the cost; preserv- 
ing the equity, and maintaining the 
investment at the appropriate level. 


Additional financial considerations 
arise in particular circumstances as 
for example in determining whether 
to augment inventories to profit by 
price rises, market shortages, or to 
maintain sales or service during an- 
ticipated industrial disputes or ad- 
verse seasonal conditions which could 
cause shortages of raw materials. 
The responsibility of making such 
decisions properly belongs to top 
management and not to executives of 
the supply department who are con- 
cerned primarily with maintaining 
the inventory at the lowest practic- 
able level consistent with ensuring 
continuity of supply. This does not 
mean that the supply management 
should not watch current trends and 
advise top management when cir- 
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cumstances suggest a departure from 
norma] purchasing on stock-holding 
practices. In all inventory invest- 
ment, however, just as in other in- 
vestment, management should ascer- 
tain the alternatives, compare the 
costs, assess the risks and measure 
the return in relation to its object- 
ives. 


Providing the Money 


It is often assumed that money in- 
vested in inventories is largely finan- 
ced from fixed capital. A study of 
published balance sheets will show 
that this very often is not the case 
as the fixed capital is frequently the 
equivalent only of the fixed assets, 
land, buildings and plant, the addi- 
tional finance required being ob- 
tained from short-term sources, e.g., 
sundry creditors, deposits and bank 
overdraft. This arrangement en- 
ables the cost of financing the invent- 
tory to be kept in balance as holdings 
rise or fall and is therefore desirable 
from a cost and financial] viewpoint. 
On this point Sir Daniel McVey in 
a report to the annual stockholders’ 
meeting of Dunlop Rubber (Aust.) 
Ltd. said: “Stockholders will note a 
reduction of almost £600,000 in the 
amount of bank overdraft and money 
at call, achieved by careful control of 
stocks and debtors, the fluctuating 
requirements for which are best met 
by this means of finance.” 


While this arrangement is no doubt 
the best means of finance, it obliges 
management to maintain a balance, 
often a delicate balance, between the 
demands of its operatives for bigger 
and better inventories on the one 
hand and the requirements of its 
bankers and creditors on the other. 
Hence any sudden fall in sales or in 
inwards deliveries causing a rise in 
inventories, or any unexpected de- 
mand for a reduction in bank over- 
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draft, particularly if the two events 
coincide, can place management in 
a serious financial position. 


Inventory managers, therefore, 
must keep themselves informed of 
prevailing conditions and maintain 
a close contact with the sales and 
production groups so that top man- 
agement may be promptly alerted to 
the possibilities (and consequences) 
of future events, droughts, exces- 
sively wet seasons, slackening of de- 
mand, industrial disputes and other 
factors which may affect the size of 
inventory investment. Inventory 
managers must maintain also a con- 
trol over their inventory and pur- 
chasing routines sufficiently flexible 
to enable holdings to be increased or 
run down at short notice and must 
acquire a close persona] knowledge 
of current conditions and sources of 
supply which will enable them to act 
promptly and effectively when cir- 
cumstances warrant. 


Recouping the Cost 


The ideal inventory is one that 
calls for the absolute minimum of the 
company’s money resources, thereby 
reducing the cost price of the articles 
sold or of the service provided and 
lessening the need for capital. Hence 
the closer that inventory managers 
can get to this ideal, the less involved 
become the problems associated with 
the company’s money resources and 
the greater the profit in relation to 
capital employed. This may be em- 
phasised by quoting from a report 
by Mr. Ian Connell, chairman of John 
Connell Dickens Ltd.: “This subsid- 
iary (which accounts for 80% of the 
group turnover) is turning over its 
stock 28 times per annum. This 
enables the subsidiary to operate on 
a comparatively small amount of 
working capital because in certain 
cases purchases are turned into cash 
before we pay suppliers.” 
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Although managements’ financial 
problems are simplified and profits 
increased by a high stock turnover, 
inventory managers have another 
aspect to consider when determining 
stock-holding levels. This relates to 
possible shortages through keeping 
the inventory at too low a level with 
resultant costly holdups in the pro- 
duction line and loss of consumer 
sales or goodwill through delayed de- 
liveries. If, on the other hand, the 
inventory is larger than is needed, 
management’s financial problems are 
accentuated and profits are lower or 
are eliminated because the capital 
invested in the excess stocks is un- 
productive :— 

“Money tied up in inventories is 
‘frozen’ money. It is as unproductive as 
though one had deliberately locked it up 
in a safety deposit box. The difference 
between a profit and a loss at the close 
of the fiscal year in innumerable cases 
is traceable directly to the care or lack 
of care exercised by the management in 
controlling inventories. This is a fact 
many executives have learned from bitter 
experience.’’4 


One of the major measures avail- 
able to ensure the correct level for 
the inventory is to locate suppliers 
who can be relied upon for regular 
and safe deliveries of goods and 
materials of the exact kind and qual- 
ity required. Price is always import- 
ant but not the sole consideration as 
the losses which do or could result 
from irregular or belated deliveries, 
inferior qualities, inadequate pack- 
aging or transport far outweigh frac- 
tional differences in price. Having 
located a _ satisfactory source of 
supply it should not be lightly aban- 
doned for small potential savings or 
closed by overdue payments or other 
discouragements. 


Recoupment of the cost of acquir- 
ing, holding and disposing of the in- 
ventory is effected on issues, gener- 
ally within the period in which the 





4. Frozen Capital made Productive by In- 
ventory Control. Edmond S. La Rose—N.A.C.A. 
Bulletin, 1 Feb., 1937. 


The Australian Accountant, November, 1958 


costs are incurred. There are at times 
reasons for carrying forward to the 
next accounting period part or all of 
the costs so incurred but ultimately 
the costs are reflected in price levels 
or in the organisation’s capital or 
operational costs if part or all of the 
issues are used for internal construc- 
tion or maintenance. As all charges 
including interest on the investment 
must ultimately be recouped, it can 
be said that not only is the money 
tied up in excess holdings unpro- 
ductive, it adds to the costs of the 
productive inventory and if uncon- 
trolled could price the company out 
of its field. 


The cost of carrying and operating 
the inventory is directly reflected in 
the price of the company’s goods or 
services and if the field is competitive 
or if the inventory costs are high, 
may be sufficiently marginal to have 
an important effect on the volume of 
sales. For this reason if for no other 
the inventory manager should study 
his costs, knowing where the money 
goes and why, and sufficiently inform 
himself on these aspects to be able 
to advise top management of the 
probable variation in inventory ex- 
pense per unit or per £100 of turn- 
over if sales increase or decrease by 
given quantities. 


For these reasons costs should be 
examined monthly and the account- 
ant’s assistance sought in segregat- 
ing elements of expense into :— 


Fixed Costs, which remain con- 
stant irrespective of the level of 
activity, e.g., building charges; 


Variable Costs, which change dir- 
ectly with turnover, e.g., packaging, 
freights, breakages, etc., and end 
labour; and 


Semi-Variable Costs, which change 
with turnover but not in the same 
ratio, e.g., store supervision, other 
labour, light and heating. 
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Costs so segregated should be ex- 
pressed so as to establish a clear 
appreciation of what is being added 
to prices for operating the inventory. 
Periodical cost examinations should 
be carried a step further if several 
lines are handled as it may be re- 
vealed that the expense associated 
with one or more of them is not in 
keeping with the mark-up adopted. 
If the inventory manager suspects 
that such may be the case he should 
enlist the accountant’s aid in the 
necessary investigation. If the cost 
data show that mark-ups are cap- 
able of variations in respect of some 
lines handled, top management should 
be informed. 


Preserving the Equity 


Inventories are generally classified 
as liquid or current assets as distinct 
from land and buildings and other 
assets of a fixed or permanent nature. 
Theoretically, liquid assets are read- 
ily convertible to cash but this is not 
always or necessarily so, e.g., unless 
a company is going out of business 
it cannot liquidate its entire stocks. 
In time of depression and market 
gluts some stocks, particularly but 
not exclusively luxury items, can be 
sold only at a considerable sacrifice 
or perhaps not at all. This likewise 
applies following new inventions 
or developments which reduce and 
ultimately eliminate public demand 
for previously popular articles. 


Inventories with large percentages 
of raw materials or of finished art- 
icles with a high value material con- 
tent are vulnerable to market fluctua- 
tions in the price of the raw material, 
e.g., wool, copper, lead, etc. This is 
indicated by the following extract 
from the directors’ report (19/2/58) 
of Lincoln Mills (Aust.) Ltd.: 


“The steady decline in wool prices 
following the opening of the present 
wool selling season had an effect on 
the profit for the year.” 
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Money resources converted to 
materials (inventories) is therefore 
risk capital invested in expectation 
of profit on sale but frequently erod- 
ing without notice and for causes 
sometimes beyond the control of man- 
agement. 


Inventories which are not diversi- 
fied in character provide the greater 
risk as any sudden fall in demand for 
a company’s products strikes with 
correspondingly greater force at the 
very foundation of the organisation. 


Goods and materials held on the 
shelf and for which demand has 
dwindled or ceased erode the invent- 
ory investment and profit. Invent- 
ory managers must constantly check 
holdings to detect such items and cal- 
culate the break-even point for quit- 
ting slow movers—they “eat” money 
as the market on disposal values of 
unpopular lines continues to decline. 
This question of quitting slow movers 
was referred to by the chairman of 
Treadways Ltd. (Mr. R. W. Nevile) 
in his 1957 review of that company’s 
operations as follows:— 


“In accordance with our long estab- 
lished procedure, stocks have been con- 
servatively valued. Statements in the 
balance sheet that all stock has been 
taken in at cost or replacement value, 
perhaps, do not give the complete pic- 
ture, for management is encouraged to 
deal drastically with any slow moving or 
unseasonable stock, and such stock is 
usually passed on quickly to the public at 
prices which do not take cost into con- 
sideration. 

With this policy ever before us, and 
the knowledge that our stock is continu- 
ally on the move, your company is in a 
favourable position to take full advan- 
tage of any variation of a market that 
is so subject to change of weather and 
fashion. Our buyers are ever alert to 
pass these advantages on to our custo- 
mers.” 


However, if losses are to be kept 
to a minimum, preservation of equity 
considerations should commence at 
the initial requisitioning and pur- 
chasing stages, not after the goods 
are on the shelf. Purchases must 
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be at the correct price, quantity and 
quality and deliveries checked or 
sample checked and preferably ar- 
ranged so that excessive temporary 
stock-piling is not necessary. 
Changes in designs should not be 
approved without first costing the 
losses on stock on hand and on order. 
Net prices should be kept to a mini- 
mum by taking advantage of dis- 
counts for prompt payment on period 
contract ordering. Suppliers’ advice 
should be sought as to the purchase 
specification as this may reveal that 
some relatively minor modifications 
may materially reduce prices or 
lower inventory investment by taking 
standard goods instead of specials. 


Maintaining the Inventory at the 
Appropriate Level 


Experienced executives will know 
that inventories can be like weeds 
which if not controlled will grow and 
grow and consume the profit in the 
soil. The first consideration of man- 
agement therefore should be to de- 
termine the size (value) of the in- 
ventory in relation to the total de- 
mands of the business and its money 
resources and to express this decision 
in the form of an inventory budget. 
The inventory must be controlled and 
not allowed to expand of its own voli- 
tion or because of the pressures 
applied by an over optimistic sales 
group or the desire of the production 
group to stock pile regardless of 
cost. 

“The objectives of the sales, factory 
and financial segments of our organisa- 
tion are usually in conflict when it comes 
to the question of how much inventory 
should be carried and what our operating 
plans should be. The use of inventories 
in reconciling sales and production is a 
team job involving all divisions of the 
company and the accountant has a key 
role in pointing the way.’5 


In calculating the size of the in- 


ventory within the financial limits 
imposed by top management, stock- 





5. N.A.A. Bulletin, July, 1957—W. D, James. 
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holding levels should be fixed for 
each item. In determining these 
levels, considerations which arise 
include suppliers’ capacity and ability 
to produce and deliver, the reserve to 
cushion against delivery delays, the 
expected time and volume of usage 
and the need to keep stock-holdings 
in balance so that all the items re- 
quired for each process or produc- 
tion are available when needed. It 
should not be overlooked that with 
regular usage items particularly, the 
time taken within the organisation 
to process requisitions and place 
orders establishes the minimum 
stocking levels and investment and if 
the period is substantial the proced- 
ure adopted should be reviewed and 
streamlined. 


Managerial control must be as flex- 
ible as a balancing of the available 
resources—men, materials and 
money—permit, and this is best done 
by incorporating the inventory 
budget totals and those of other sec- 
tional budgets into a comprehensive 
funds budget providing for the full 
and reconciled needs of the organi- 
sation—purchases, production, sales 
and administration. 


If top management has succeeded 
in arousing a budget consciousness 
throughout the organisation, invent- 
ory control may be assisted by re- 
quiring each section to include on its 
budget provision for any increased 
holdings desired by that section. 
Hence, if the materials budget pro- 
vides for an increase of say £30,000, 
that amount should be provided for 
in the funds budgets submitted by 
the sections requiring the increased 
holdings—production, sales or ad- 
ministrative as the case may be. 

“Many failures of small companies* are 
directly attributable to not forecasting cor- 
rectly cash requirements for an increase in 
output or a program of capital expansion 





*Small companies are defined as those with 
a net worth of between £A10,000 and £A200,000 
representing 90% of all companies in Canada, 
the U.K. and U.S.A. 


6. Capital for Small Business—W. S. Hutton. 
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Unless the company is over-capital- 
ised, the funds budget should be pre- 
pared on a monthly basis to avoid 
financial embarrassment in periods 
of the year when cash resources are 
below proposed commitments. How- 
ever, irrespective of the budgetary or 
other financial controls applied, the 
secret of maintaining the inventory 
at the appropriate level lies in know- 
ing your investment and knowing it 
sufficiently well to be able to answer 
the question “Could you operate as 
well with less money than your in- 
ventory represents?” To answer this 
question it will be necessary to— 


Know the amount invested at any 
given time; the amount intended or 
planned to be invested at that or at 


a given future time; have an efficient 
method of promptly ascertaining 
likely variations from plan, and en- 
sure that top management is in- 
formed of the likely variations from 
plan and what consequential action 
has been taken or is proposed. 


Management can impose controls 
and budgetary limitations and ma- 
chines can produce masses of inform- 
ative detail but the ultimate in effici- 
ency will not be obtained unless there 
is also a capable inventory manager 
who knows his investment and is able 
to co-operate with other groups and 
to guide and lead his own team to the 
communicated objectives of top 
management. 





A Review Article 


The Uneasy Case for Progressive Tazxa- 
tion, by Walter J. Blum and Harry 
Kalven, Jr., The University of Chicago 
Press, Chicago, 1953. 104 pages. $2.50. 


The idea of a tax rate varying with 
income is so familiar that we tend to 
take it for granted. To most of us, there- 
fore, a book which questions the justice 
of this kind of tax will come as a surprise. 
The Uneasy Case for Progressive Taxa- 
tion, by W. J. Blum and H. Kalven, is 
just such a book. 


The authors apparently feel, as most of 
us do, that a progressive income tax is 
the right kind of tax to have. As social 
scientists, however, they consider that 
“feeling” is not enough. They would like 
to think that there is a body of sound 
theory justifying such a tax. Their search 
for such a theory has led them to write 
this book, and their finding is summed up 
in the title: the case for progressive taxa- 
tion is “uneasy”. 


From a socialist point of view, of course, 
there is no problem. To the socialist, pro- 
gressive taxation is just one method of 
reducing the inequalities of wealth created 
by the capitalist system. As he does not 
believe in the capitalist system, as he con- 
siders the distribution of wealth brought 
about by that system to be unjust, inter- 
ference with that distribution by a dis- 
criminatory tax causes him no qualms. 


The uneasiness to which the authors 
refer will be felt only by supporters of 
the free enterprise system and opponents 
of government interference, who seek to 
justify progressive taxation. 


Again, it is not difficult to justify some 
discrimination at the lower end of the 
income scale. We need only assume that 
a taxpayer’s “ability to pay” is related 
to the excess of his actual income over 
his minimum subsistence needs, to arrive 
quite logically at the conclusion that all 
income up to a certain amount should be 
exempt from tax. Suppose that the basic 
exemption were fixed at £300 for a single 
man, or £600 for a man supporting his 
wife, and that taxable income were defined 
as the amount by which actual income 
exceeds this exemption (and any other 
concessional deductions for medical ex- 
penses, etc.). Under these circumstances, 
could we still justify the application of 
differential rates to different taxpayers, 
according to the size of their taxable in- 
comes? 


This is the question to which Blum and 
Kalven sought to find an answer. The 
result is an essay covering just over 100 
pages in which every aspect of the ques- 
tion is impartially explored. It can be 
recommended to all who imagine they know 
the answer. 


F. K. WRIGHT. 
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THE DUTIES OF AN AUDITOR 


By FRANCIS RYAN, LL.B. 


HE recent New Zealand case of 
Nelson Guarantee Corporation 
Limited v. Hodgson and Others’ con- 
tains an extremely useful summary 
of the principles by which the audi- 
tor of a company should be guided 
in discharging his obligations where 
his contract with the company is 
silent as to the steps he should take 
in order to place himself in a posi- 
tion to report to the shareholders in 
the manner required by the Com- 
panies Acts. 

The case under notice arose out 
of an action for damages for alleged 
negligence in the performance by the 
defendants of their duties as audi- 
tors to the plaintiff company. The 
plaintiff was a finance company 
carrying on business in Nelson, New 
Zealand, its main activities being 
concerned with the discounting of 
hire purchase or conditional sale 
agreements relating to motor ve- 
hicles. It had been established in 
Nelson for a number of years and 
its operations were somewhat ex- 
tensive in nature and area. 


The defendants were the partners 
in a prominent firm of public account- 
ants, who had acted as auditors to 
the plaintiff since the year 1941. 
There was no record of the terms 
upon which the auditors were origin- 
ally appointed and it had been as- 
sumed that there were no specific 
stipulations and that all that had 
happened was that the firm was ap- 
pointed at a meeting of shareholders 
of the company and had consented 
to act. 

Owing to a serious illness suffered 
by the secretary in 1952, the keep- 
ing of the records of the plaintiff 
company fell behind and the auditors 
were unable owing to this state of 
affairs to commence the annual audit 


(1) (1958) N.Z.L.R. 609. 
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for the year ended 31 March, 1952. 
It was arranged that the defendants 
in their capacity as accountants 
would themselves do the accountancy 
work required to place the books in 
a position for the audit. That work 
was commenced in December, 1952, 
and the audit was completed in April, 
1953, more than twelve months after 
the expiration of the financial year 
in respect of which the accounts were 
required to be reported on. 


In February or March, 1953, the 
company employed a person named 
Stewart to assist in the book-keeping 
duties. However, despite the em- 
ployment of Stewart, the position in 
respect of the accounts generally did 
not improve and in the early months 
of 1954 once again it became neces- 
sary for the auditors in their capa- 
city as accountants to render assist- 
ance to the plaintiff company in 
bringing the bookkeeping up to date. 

The accounts for the year ended 31 
March, 1953, having been reported 
on, were presented at the annual 
general meeting of the company held 
on 29 June, 1954. Having reported 
on the accounts, the auditors took 
no further steps, although by then 
the time for an audit for the year 
ended 31 March, 1954, had arrived. 
In August, 1954, the company itself 
discovered that Stewart, who had 
been appointed secretary in Novem- 
ber, 1953, had allegedly committed a 
series of defalcations which com- 
menced in October, 1953, and ran 
through to August, 1954. The mat- 
ter was investigated and the total 
of these defalcations was ultimately 
found to be £2,100. 

The case for the plaintiffs was that 
the defendants were negligent in 
their duty as auditors in failing to 
detect the defalcations; that but for 
that negligence the defalcations would 
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have been discovered on or about 31 
January, 1954, and that defalcations 
subsequent to that date, which 
amounted to £1,763/11/5 (the 
amount of the plaintiff’s claim) 
would have been prevented. 

The defendants pleaded they were 
under no duty to make regular or 
periodical checks, and that all their 
duties were to be performed at one 
time after the end of an accounting 
year, when the books of the company 
were made available to them for the 
purposes of the audit. They also 
denied negligence and, by way of 
counter allegation, said that there 
was a failure on the part of the com- 
pany to keep its books of account 
regularly and properly written up, 
and to make these books available to 
them, the defendants, for the pur- 
poses of the audits. 

McCarthy J. commenced by stating 
that the duties of an auditor must 
be determined by the contract and 
by no other test, for the relationship 
between an auditor and a company 
engaging him is solely a matter of 
contract. It is not unusual to find 
detailed arrangements between the 
parties as to what the duties are, but 
in a vast number of cases all that 
happens is that the auditor is ap- 
pointed by resolution of the share- 
holders at the annual general meet- 
ing of the company, he is informed 
of his appointment, he agrees to act, 
and there is no express definition of 
the scope of his obligation. It is 
clear, however, from the terms of 
S. 141 (1) of the Companies Act 
1933 (the relevant provisions of 
which are identical with S. 115 of the 
N.S.W. Companies Act, 1936) that 
the auditor has definite duties to 
perform. That section does not 
specify all the duties of an auditor, 
and in particular it does not pre- 
scribe the steps which an auditor 
must take to place himself in a posi- 
tion to report to the shareholders in 
the manner required by the statute, 
nor does it specify obligations to 
search for irregularities. The lan- 
guage of the statute is, however, 
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substantially the same as that of the 
Companies Act, 1879 (Gt. Britain) 
which was under consideration by 
Lindley L. J. when in Re London 
and General Bank (No. 2)? he ut- 
tered one of the two classic state 
ments on this branch of the law: 


“An auditor, however, is not bound to 
do more than exercise reasonable care and 
skill in making enquiries and investiga- 
tions. He is not an insurer; he does not 
guarantee that the books do correctly 
show the true position of the company’s 
affairs; he does not even guarantee that 
his balance-sheet is accurate according to 
the books of the company. If he did he 
would be responsible for error on his part, 
even if he were himself deceived without 
any want of reasonable care on his part, 
say, by the fraudulent concealment of a 
book from him. His obligation is not so 
onerous as this. Such I take to be the 
duty of the auditor: he must be honest— 
i.e. he must not certify what he does not 
believe to be true and he must take reason- 
able care and skill before he believes that 
what he certifies is true. What is reason- 
able care in any particular case must de- 
pond upon the circumstances of that case. 

ere there is nothing to excite suspicion 
very little inquiry will be reasonably suffi- 
cient and im practice I believe business 
men select a few cases at haphazard, see 
that they are right, and assume that others 
like them are correct, also. Where sus- 
picion is aroused more care is obviously 
necessary; but, still an auditor is not 
bound to exercise more than reasonable 
care even in a case of suspicion, and he 
is perfectly justified in acting on the 
opinion of an expert where special know- 
ledge is required”. 


In the following year in Re King- 
ston Cotton Mill Co. (No. 2)* Lopes 
L.J. delivered what has become 
known as the other classic state- 
ment :— 

“But in determining whether any mis- 
feasance or breach of duty has been com- 
mitted, it is essential to consider what the 
duties of an auditor are. Shortly they 
may be stated thus: It is the duty of an 
auditor to bring to bear on the work he 
has to perform that skill, care, and caution 
which a reasonably competent, careful, and 
cautious auditor would use. What is rea- 
sonable skill, care and caution must depend 
on the particular circumstances of each 
case. An auditor is not bound to be a 
detective, or, as was said, to approach 
his work with suspicion or with a foregone 
conclusion that there is something wrong. 





(2) (1895) 2 Ch. 673. 
(3) (1896) 2 Ch. 279. 
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He is a watch-dog, but not a bloodhound. 
He is justified in believing tried servants 
of the company in whom confidence is 
placed by the company. He is entitled to 
assume that they are honest and to rely 
upon their representations, provided he 
takes reasonable care. If there is anything 
calculated to excite suspicion he should 
probe it to the bottom; but in the absence 
of anything of that kind he is only bound 
to be reasonably cautious and careful”. 

In summing up to a special jury 
in the case London Oil Storage Co. 
v. Seear Hasluck and Co. Lord Alver- 
stone C.J. said: 

“J think the best concluding direction 
I can give you for which I am responsible 
is, that he must exercise such reasonable 
care as would satisfy a man that the 
accounts are genuine, assuming that there 
is nothing to arouse his suspicion of dis- 
honesty, and if he does that he fulfils his 
duty; if his suspicion is aroused, his duty 
is to ‘probe the thing to the bottom’ and 
tell the directors of it and get what infor- 


mation he can”. 

Sargant L.J. in Re City Equitable 
Fire Insurance Co. Ltd.* distils the 
essence of the obligation by saying 
that the duty of an auditor is “veri- 
fication and not detection”. Viscount 
Simonds recently in Fomento (Ster- 
ling Area) Ltd. v. Selsdon Fountain 
Pen Co. Ltd.® approved the emphasis 
placed by this phrase while Lord 
Denning lest it be pressed too far 
says: 

“The first point raises the question—What 
is the proper function of an auditor? It 
is said that he is bound only to verify 
the sum, the arithmetical conclusion, by 
reference to the books and all necessary 
vouching material and oral explanations, 
and that it is no part of his function to 
enquire whether an article is covered by 
patents or not. I think this is too narrow 
a view. An auditor is not to be confined to 
the mechanics of checking vouchers and 
making arithmetical computations. He is 
not to be written off as a professional ‘adder 
upper’ and subtractor. His vital task 
is to take care to see that errors are not 
made, be they errors of computation, or 
errors of omission or commission, or 
downright untruths. To perform this task 
properly he must come to it with an inquir- 
Ing mind not suspicious of dishonesty I 
agree—-but suspecting that someone may 
have made a mistake somewhere and that 
a check must be made to ensure that there 
has been none”. 





(4) (1925) 1 Ch. 407. 
(5) (1958) 1 All. E.R. 11. 
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In the New Zealand case, His 
Honour went on to say that a sub- 
stantial amount of discussion in the 
present instance centred on the ques- 
tion whether an auditor who under- 
takes an annual audit in the manner 
of the defendants is obliged to make 
one or more test checks during the 
currency of a financial year so as 
to be able with greater certainty 
later to report on the accounts for 
that year and also to bring to light 
any current mistakes or misappro- 
priations or whether on the other 
hand, such an auditor is not obliged 
to do more than take up within a 
reasonable time after the expiration 
of the financial year the audit for 
that particular year and at that time 
take all the various steps in relation 
to the whole of that audit. 

On the evidence it appeared to 
His Honour that the practice in 
respect of such an audit, which in 
the Canadian cases is referred to as 
a “Statutory Audit” in contradis- 
tinction to those audits where special 
terms or arrangements have been 
arrived at between the parties, audi- 
tors consider themselves entitled to 
discharge the whole of their obliga- 
tions at one time within a reason- 
able period of the expiration of the 
financial year. They are not ob- 
liged to make checks or take any 
other steps during the currency of 
the financial year, unless that is ne- 
cessary to place them in a position 
later to report on the accounts when 
they are prepared or unless it comes 
to their knowledge that there is some 
circumstance which affects. their 
duties and which requires as a matter 
of good practice that they take some 
action such as reporting to the com- 
pany or making some form of early 
investigation. The expert witnesses 
while they were able to assist the 
court materially on matters of prac- 
tice did not and were not entitled 
to attempt to define what an auditor, 
working pursuant to a contract such 
as was found in the present case, 
was bound as a matter of law to do, 
and that, in this case, was the real 
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problem because the question was 
not in fact whether there was negli- 
gence in the course of performing an 
audit completed and reported on but 
whether an auditor is obliged, having 
completed his audit for a particular 
period, to go further in some circum- 
stances and perform duties which re- 
late to a period the audit of which 
he is not in a position to perform in 
full owing to the state of the books 
of the company. 


Having regard to all the circum- 
stances and particularly having re- 
gard to the time which the defend- 
ants had already given to the plain- 
tiff over the previous four months, 
His Honour was unable to accept, 
either as a matter of law or fact 
that it could fairly be said that Mr. 
Griffin (the partner in charge of the 
audit) was so obliged to take further 
steps before the accounts for the year 
ended 31 March, 1953, were dealt 
with at the general meeting held on 
29 June, 1954, or that failure to 
take such steps amounted to a de- 
parture from the standard of a rea- 
sonably careful, competent and pru- 


dent auditor as justified a finding of 
negligence against the defendants. 


There was a further reason why 


His Honour considered that the 
plaintiffs failed in the action. The 
obligation placed on an auditor by 
the statute is to make a report on 
accounts examined by him and on 
every balance sheet laid before the 
company in general meeting during 
his tenure of office. While it may 
be good practice for an auditor in 
the event of certain circumstances 
arising to make some preliminary in- 
vestigation at a time before the ac- 
counts are ready for the full audit, 
in this case neither the statute nor 
the course of conduct between the 
parties over the previous years re- 
quired as a matter of law that the 
defendants take any steps whatso- 
ever in respect of the audit for the 
year ended 31 March, 1954, until 
the books of the company were in 
a position for that audit, and they 
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had been called upon to embark upon 
it. To hold otherwise would be to 
obliterate the clear distinction which 
should exist between what in Canada 
is referred to as a “Statutory Audit” 
and which the English textbooks seem 
to refer to as a “final and completed 
audit” on the one hand, and what 
has been called a “continuous” or 
a “periodic” audit on the other. If 
a person or company requires some- 
thing more than the statutory form 
of audit it is incumbent upon him 
or it to make the appropriate ar- 
rangements with the auditor. In this 
case no such arrangement had been 
made and nothing arose out of the 
conduct of the parties which justified 
a finding that the parties had added 
terms to their original contract. 


From a consideration of the rele- 
vant statute and the observations of 
the courts referred to above, His 
Honour adduced five important prin- 
ciples applicable to the case then be- 
fore the court— 


(1) That the primary purpose in 
the engagement of an auditor is to 
obtain a report to the shareholders 
on the accounts of the company and 
the primary duty of the auditor is 
to make that report. 

(2) That in carrying out this 
primary duty an auditor has to 
exercise reasonable care and skill in 
making inquiries and investigations 
which may include investigations and 
reports upon the conduct of em- 
ployees of the company. 


(3) That an auditor is never 
bound to exercise more than reason- 
able care and skill. 


(4) That what is reasonable care 
and skill in any particular case must 
depend upon the circumstances of 
that case. 

(5) That where there is cause for 
suspicion more care is necessary but 
the test is still that of reasonable 
care and skill in the light of all the 
circumstances including those cir- 
cumstances which arouse suspicion. 
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GOODWILL NOT TREATED AS A 
PREMIUM 


The Board of Review held that 
as the specific requirements of 
Section 83A of the Income Tax 
Assessment Act were not met, 
an amount paid for the goodwill 
and licence of a hotel was not to 
be assessed as a lease premium. 


The sale of a hotel business in- 
volved the assignment of a lease for 
an amount which included £4,250 for 
the goodwill and licence. In the 
agreement for sale, it was agreed 
that this amount should be deemed 
to be premium under §.83(1) of the 
Income Tax Assessment Act, and 
the parties further agreed “to sign 
the necessary notice to the Commis- 
sioner Of Taxation required by the 
said Act’’, 


The vendor (since deceased), did 
not include in his tax return the 
amount of £4,250 allocated to good- 
will and licence. The purchaser, a 
partnership, claimed as a deduction 
a proportion of the amount so paid, 
as amortisation of a lease premium. 


The purchasers, at the Deputy Tax 
Commissioner’s request, provided 
the original agreement for sale. The 
vendor was asked to forward the 
notice, as required by Section 83, to 
the effect that the goodwill and 
licence would be deemed to be a 
lease premium. In reply, agents for 
the taxpayer (the vendor) stated 
that no such notice was signed by 
the parties, as it was intended that 
the consideration payable for the 
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goodwill, etc., should not be treated 
as a premium. The Commissioner, 
however, included the amount of 
£4,250 in the taxpayer’s assessable 
income. 


The question to be decided was 
whether the requirements of S.83A 
had been fulfilled, that is, whether 
notice had been given to the Com- 
missioner that the parties agreed 
that the goodwill should be deemed 
to be a premium for the purpose of 
Division 4 of the Act. 


Sub-sections (2) and (3) of Sec- 
tion 883A make it clear that the 
parties to the agreement must give 
such notice to the Tax Commis- 
sioner; in this case the Board of Re- 
view considered that the action of 
the Commissioner in requisitioning 
the original agreement for sale of 
the business did not represent a giv- 
ing of notice. Furthermore, the 
notice has to be lodged with the 
Commissioner; this was not done by 
the parties to the agreement. 


The Board held, in 7 C.T.B.R. 
(N.S.) Case 61, that the require- 
ments of S.83A had not been com- 
plied with, and therefore it was de- 
cided that the payment for the 
goodwill and licence should not be 
assessed as a lease premium. 


One member of the Board ob- 
served that if a sale contract con- 
tained a clause expressing the 
parties’ agreement that an amount 
for goodwill should be deemed to be 
a lease premium, and it was stated 


603 





further that the clause was to be 
construed as a notice of agreement 
under §S.83A, and it was further 
agreed to send a copy of the contract 
to the Commissioner, and this was in 
fact done, the requirements of the 
Section would be fulfilled. 


WORKERS’ COMPENSATION 
PAYMENTS 


Arrears of weekly payments of 
compensation for loss of earn- 
ings, received in a lump sum, 
were held to be assessable in 
the year of receipt. 


The taxpayer injured his hand 
while at work, and while he was in- 
capacitated he received workers’ 
compensation payments from an in- 
surance company. Subsequently, 
however, the insurance company 
considered that taxpayer’s condi- 
tion was not a result of an accident 
arising out of his employment, and 
the compensation ceased. 


The matter was ultimately taken 
to the Workers’ Compensation Board, 
which authority ordered that an 
amount of £1,548/16/- be paid to 
taxpayer, representing arrears of 
weekly payments for a period of 
three-and-a-half years. 


At the hearing of the tax case be- 
fore the Board of Review (7 
C.T.B.R.) (N.S.) Case 70), the tax- 
payer’s representative contended 
that although the payment of ar- 
rears of compensation was not made 
until 1954, it actually arose and ac- 
crued during the 1951, 1952, 1953 
and 1954 years and was therefore 
income derived in those years. 


The Tax Commissioner had taken 
the view that the amount concerned 
was derived in the year in which it 
was received. An extract from Shaw 
and Baker, Law of Income Tax (p. 
111) was quoted: 
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“There is an important distinc. 
tion between debts due to a trad. 
ing company and unpaid in a 
particular year or period and other 
income which is not a trade re. 
ceipt. Trading debts due but not 
yet paid must be _ included in 
arriving at the balance of profits 
or gains. With regard, however, 
to other income, there must be 
something ‘coming in’; that is, for 
income tax purposes, receivability 
without receipt is nothing.” 


The Board held that the Commis. 
sioner’s view was correct. Thus, as 
a result of the “unfortunate circum- 
stances”, viz., the cessation of com- 
pensation payments by the action of 
the insurance company, and the sub- 
sequent receipt of arrears of com- 
pensation in a lump sum, the 
taxpayer was obliged to pay tax on 
the total amount received as income 
of one year. The additional tax 
burden, in comparison with what he 
would have had to pay if the com- 
pensation payments had not been 
interrupted, had to be borne. 


CHANGE FROM CASH TO 
EARNINGS BASIS 


One of the difficulties presented 
by a decision to change from a 
“cash” basis to an “earnings” 
or “accruals” basis, in the pre- 
paration of an income tax re- 
turn, was considered by the 
Board of Review. 


In his income tax returns for some 
years to 30 June 1946, a dairy 
farmer had adopted a “cash” basis, 
that is, including as income only 
those amounts actually received in 
cash, and claiming as deductions 
only those expenditures actually 
paid. For this purpose, accounts re- 
ceivable and payable at the begit- 
ning and end of each year are 
ignored. 
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distinc. 
a trad. The return for the year ended 30 and the cash received was included 
In a June 1947 was prepared on a “cash as income in the “cash basis” year. 
d other and credit” basis. For the purpose of It was held that the assessments 
ide re. arriving at the amount to be subject were correct, that it could not be 
ut not to tax (if any) the taxpayer de- agreed that the same income was as- 
led in ducted from the adjusted net profit sessed twice. “Tax is not paid upon 
profits shown in his accounts (prepared on particular items of a business ac- 
wever, the earnings basis), an amount paid counts. It is paid upon the profits 
ust be for fodder and shoeing which had _ or gains of the year”. (Lord Sands 
is for been owing vd the end of the ~ at p. 331.) 
ability vious year, and paid during the 194 in 
year. This amount was disallowed as _The decision of the Board of Re- 
a deduction in his assessment for the VieW indicates, therefore, that the 
assessment of tax for the transition 


ymmis- to 30 June, 1947. 
year 0 e, year, where a change from “cash” 


US, as | 

ircum- In an objection lodged against the to “earnings” basis (or vice versa) 
'com- Bf assessment, the taxpayer claimed takes place must be determined 
lon of @ that income for the year of conver- Without regard to the fact that par- 
e sub- § sion should consist of cash receipts ticular items of income or expendi- 


ture might appear either to be 


= plus accounts receivable at the close y 
included in the taxable income of 


i of that year, and that deductions ne 
ax should comprise cash payments plus _‘both the transition year and the pre- 


“" accounts payable at the end of the vious year, or excluded from deduc- 
a Ne year. Then, at the Board hearing, it tions allowable for both of those 
was claimed that when a liability was years. As Lord Sands, in Morrison’s 
com- incurred in the last year of the case said: “One can regard nothing 
been “eash basis”, which was discharged but what is the statutory income of 
juring the next (“earnings basis’’) the particular year”. 
year, the Commissioner’s decision 
would mean that a deduction for this CO-OPERATIVE COMPANIES 
particular outgoing would not be al- 
lowed in either of the years con- 
cerned. 


An attempt to have a company 
classed as a “co-operative com- 
pany” for the purposes of in- 
The Board of Review, in 7 C.T.B.R. come tax, and so to obtain 
(N.S.) Case 45, held that the tax- deductions for dividends paid, 
payer was not entitled to a deduction was unsuccessful. 
in respect of the account paid during . 
the year of transition (1947), which ,,,"@ case of A. & S. Rufy Pty. 
was outstanding at the end of the td. v. Federal Commissioner of 
1946 year. Taxation, 7 A.I.T.R. 238 provided an 
interesting commentary on Sections 
The case of Inland Revenue Com- 117 and 120 of the Income Tax 
missioners v. Morrison (1932) 17 ‘Assessment Act, which relate to the 
T.C. 325 was referred to in support special tax treatment of those com- 
of the Board’s decision. In that case,  Panies which satisfy the definition of 
the reverse applied —the taxpayer ® “co-operative company”. 
changed from an “earnings” to a Section 117 states that a co- 
‘cash” basis. Certain outstanding operative company is one which “is 
accounts receivable were included as established for the purpose of carry- 
Income in the “earnings basis” year; ing on a business having as its 
next year those accounts were paid, primary object or objects” one or 
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more of certain specified functions 
for its shareholders. 


One of those functions, appropri- 
ate to the present case, is “the 
acquisition of commodities or ani- 
mals from its shareholders for 
disposal or distribution.” 


The taxpayer company (which had 
taken over an existing company as 
part of a reconstruction) manufac- 
tured sausage casings from the 
intestines of sheep and grown 
lambs, which were supplied to the 
company by wholesale butchers. The 
suppliers, eight in number, were 
shareholders of the company, hold- 
ing 635 C class shares which carried 
the right to a preferential dividend 
of six per cent. per annum. 


The company had also issued 5760 
A class shares, of which one of the 
wholesale butchers supplying goods 
to the company held 2880, the re- 
mainder being held by three other 
persons. Four other shareholders 
held 635 B class shares. 


In December 1951, the company 
paid a dividend of 200% on the A. 
& B. shares, and a preference divi- 
dend of 6% on the C shares, out of 
profits of the year to 31 August 1951. 
It claimed that as the company satis- 
fied the requirements of S.117, and 
the value of the commodities ac- 
quired from its shareholders in the 
ordinary course of business during 
the year concerned was not less than 
ninety per cent. of the total value of 


commodities acquired (as required | 


by 8.118) a deduction should be al- 
lowed of the dividends so paid. 


The High Court was satisfied that, 
as required by 8.117, the company’s 
rules limited the number of shares 
which may be held by any one share- 
holder, and that there was a prohibi- 
tion on the quotation of the shares 
on a stock exchange. It also con- 
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sidered that the existence of share- 
holders other than the suppliers did 
not invalidate the conclusion that at 
least ninety per cent. of the com- 
pany’s purchases were from its 
shareholders (substantially — the 
holders of the C class shares). 


It was necessary to determine, 
then, whether the company was “es- 
tablished for the purpose of carrying 
on a business having as its primary 
object” the acquisition of commodi- 
ties from its shareholders for dis- 
posal or distribution. 


Fullagar J. mentioned that the 
sole purpose ef the creation and al- 
lotment of the C class shares (sub- 
sequent to the reconstruction) was 
to seek to obtain the benefit provided 
by 8.120, that is, the allowance as a 
deduction of dividends distributed by 
a co-operative company to its share- 
holders. Although this was legiti- 
mate, it was not a purpose mentioned 
in 8.117. It was, as other members 
of the court observed, a powerful 
motive, but 8.117 required a deter- 
mination of what was the purpose 
of the business carried on by the 
company. 


The court was unanimously of the 
opinion that the business of the com- 
pany was not conducted with the 
primary object of serving the pur- 
poses of the wholesale butchers as 
shareholders by purchasing from 
them the commodity from which the 
company’s manufactured article was 
produced. Rather the primary object 
of the company’s business was to 
make profits for its A and B share- 
holders. 


Consequently, it was decided that 
the company did not fulfil all the 
requirements of S.117, and the divi- 
dends paid (mostly to the A and B 
class shareholders) were not allow- 
able as a deduction to the company. 
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DEPRECIATION ALLOWANCES* 


In his Principles of Income Tazxa- 
tion, Dr. J. P. Hannan stated: “De- 
preciation of plant and machinery is 
a capital loss. Without statutory 
warrant, no deduction is permissible 
for wastage of a capital asset”. 


Allowances for wastage of capital 
assets depends therefore on the pro- 
visions of the Income Tax Assess- 
ment Act which are_ specifically 
appropriate. 


Assets Subject to Depreciation 


Section 54 of the Income Tax 
Assessment Act provides that depre- 
ciation shall be allowed on plant or 
articles owned by the taxpayer, and 
used for the production of assessable 
income or installed ready for use to 
produce income. 

The Act includes machinery, im- 
plements, working beasts, farm im- 
provements and the like. Decisions 
of the courts and boards of review 
provide assistance in determining 
whether a particular item is covered 
by the term. 

For example, the Board of Review 
has held in two cases that caravans 
are not plant. There has never been 
any doubt that a motor vehicle is 
plant, and the Commissioner has 
agreed that a trailer is plant; fre- 
quently a caravan is used as a 
trailer. In the two Board of Re- 
view cases mentioned the caravans 
were set up on blocks and let as holi- 
day homes. In one case the wheels 
were removed, and in the other they 
were left attached. 





*One of a series of four lectures delivered 
during September at the Assemb!y Hall, 
Melbourne, under the title “Taxation for 
the Business Man”. The series was arranged 
jomtly by the Victorian Division of the 
Australian Society of Accountants and the 
Melbourne Division of The Australian 
Institute of Management. 
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One caravan owner rented a site 
in a caravan park and in the other 
instance the caravan was on the 
owner’s land. The Board considered 
that the caravans were not used as 
plant, but as dwellings. Mr. J. A. 
Nimmo, Q.C., then a member of the 
Board, posed the question “Is this 
property, in this context, plant?” 

In several decisions the English 
courts have held that factory chim- 
neys are not plant. However, the 
Board of Review decided that in the 
case of a tile manufacturer, the 
chimney, in addition to carrying 
away fumes, provided a forced draft 
necessary for the kilns, and thus 
formed part of the manufacturing 
plant. 

The Board held that a_ septic 
sewerage installation in a hotel was 
not plant, but was an improvement 
on land, more or less forming part 
of the building. Pumps and gear as- 
sociated with a septic system are 
admittedly items of plant. 

The Commissioner has determined, 
on a specific reference relating to 
bank premises, that a septic tank 
installation for the use of employees 
may be depreciated as plumbing fix- 
tures and fittings under Section 54 
(2) (c). On the other hand, an in- 
stallation in the bank manager’s 
residence is to be regarded as part 
of the building, because the bank 
manager uses the premises in his 
character as a tenant and not as an 
employee. 


Ownership of Assets 


It may seem self-evident that de- 
preciation is not allowable on an 
item unless the taxpayer owns it. In 
practice many problems arise on this 
issue, generally in respect of office 
fixtures in rented premises and plant 
under hire-purchase. 
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The legal ownership of fixtures in 
rented premises is determined by the 
general law. The Taxation Depart- 
ment generally allows depreciation 
to the tenant if he has erected the 
fixtures, has the right to remove 
them, and they are so lightly fixed 
that they can be removed without 
materially damaging or affecting the 
building. 

Plant held under hire-purchase is 
not legally the property of the hirer, 
but by Departmental practice, de- 
preciation is allowed to the hirer 
who uses the plant in his business. 

The Tax Department’s view, is 
that where prefabricated parti- 
tions form counters, low dividing 
walls and cashier’s boxes and are 
used by the owner of the building in 
his business, they are fixtures sub- 
ject to depreciation. Where they en- 
close rooms and extend to, or near, 
to ceiling height, they are regarded 
as part of the building. 

Where they are erected in ten- 
anted portions of a building at the 


expense of the tenant who may not 

remove them at the termination of 

the lease, the tenant may write them 

off over the term of the lease if all 

- remy tae of Section 88 are ful- 
ed. 


Rate of Depreciation 


Having established the nature of 
plant, the Commissioner is directed 
by Section 55 to determine the ap- 
plicable rate of depreciation by es- 
timating the effective life of the 
unit. The Commissioner’s decisions 
are published in Income Tax Order 
1217. 

The intention of the Act is to 
allow a deduction for the actual 
depreciation which has occurred and 
to spread that allowance over the 
working life of the plant. If a new 
machine’s working life is estimated 
to be ten years and it is scrapped 
after seven, the balance of its cost 
is allowed in the year of scrapping. 
The scrap value is taken into account 
in this allowance. 
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Sale of Assets 


If a machine is sold for more than 
its depreciated value, the excess is 
taxable to the extent of the deprecia- 
tion which has been allowed. This 
means that the part of the proceeds 
which exceed cost is a capital profit 
not subject to tax. 

In practice, this produces a rather 
peculiar result where associated 
companies are concerned. Where a 
motor car, for instance, is trans- 
ferred from one associated company 
to another, it is normal for the 
transfer to be made at book value. 
If the motor car has been written 
down to say £1, that is the “sale 
price” and the vendor company is 
allowed a deduction of the depreci- 
ated value, less £1. The purchasing 
company, on the other hand, receives 
no deduction for depreciation while 
it uses the car, as the cost to it was 
only nominal. 

On a group basis, there is neither 
profit nor loss on taxation at this 
stage, although the car has been 
completely written off for tax at an 
accelerated rate. 

The peculiar result appears later 
when the car is sold on the open 
market by the second company 
which receives a substantial sum for 
it. This sum represents proceeds in 
excess of cost and is a non-taxable 
profit. 

Another point for consideration in 
dealing with transfers between as- 
sociated companies is the operation 
of Section 60. 

This Section covers cases where 
an individual forms his business into 
a company and plant is transferred 
at values far in excess of tax values. 
In these circumstances, the company 
will be allowed depreciation on the 
vendor’s tax values instead of the 
transfer price.. The vendor cannot 
arrange the transaction so that the 
company receives a greater depre- 
ciation allowance than he received 
while he treats the enhanced value 
substantially as a capital profit. 
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A qualification must be made to 
this general statement, because if 
the vendor is taxed on recouped de- 
preciation, the company is allowed 
depreciation based on the tax value 
of the plant in the vendor’s books 
plus the recoupment added to his in- 
come. 


A similar situation can arise con- 
cerning transfers of plant between 
associated companies. The purchas- 
ing company may not be allowed de- 
preciation on a value higher than 
the diminished value in the vendor’s 
hands plus any depreciation re- 
couped and included as assessable 
income. 


The Commissioner is empowered 
not to apply this Section in his dis- 
cretion, and in practice, it is not 
invoked where the parties to a sale 
of plant are at arm’s length. 


An exception was made in 1956 to 
the general principle of taxing re- 
couped depreciation. This applied to 
insurance recoveries where plant 
was lost or destroyed. The taxpayer 
could elect that the balancing charge 
be not included in the taxable in- 
come, but deducted from the cost of 
the replacement asset. 


The adjustments made on disposal 
of plant, where a partnership is in- 
volved, have one little-known aspect. 
The retirement of one of many part- 
ners or the addition of a new partner 
is strictly a dissolution of the old 
and a formation of a new partner- 
ship. In this view, there is a dis- 
posal, and in determining whether 
any profit or loss on depreciation has 
been made, reference could be made 
to the market value of the plant. To 
overcome hardships and anomalies 
resulting from this general principle, 
— 59AA was introduced in 


This Section provides that where 
a change has occurred in the consti- 
tution of a partnership which owns 
depreciable plant, the parties may 
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specify the values of plant and the 
Commissioner shall accept those 
values. These values are to be 
specified in the agreement effecting 
the change in the constitution of the 
partnership. If they are not speci- 
fied in that agreement, or there is 
no agreement, the Commissioner 
may place his own values on the 
plant, which would probably be mar- 
ket values. 


Calculation of Depreciation 
To June 1957, the two methods of 
calculating depreciation were the 
diminishing value method and the 
straight line method. 


Under the diminishing value 
method, the rate of depreciation is 
applied to the depreciated value at 
the beginning of the year, and under 
the straight line method, the rate is 
applied to the original cost. 


The effect of applying the first 
method is that the annual allowance 
falls steadily each year, and the item 
is never completely written off while 
still in use. Under the straight line 
method. however, the annual allow- 
ance remains the same, and the item 
is completely written off at the end 
of a fixed term of years. 


Prior to the year ended 30 June 
1958, the rates of depreciation pre- 
scribed for the diminishing value 
and the straight line methods were 
the same. Thus, a machine which 
cost £100 and was depreciated at 
10% would have had a depreciated 
value of £35 at the end of ten years 
under the diminishing value method; 
only two-thirds of the cost would 
have been written off over its esti- 
mated life. If the straight line 
method were used, the machine 
would have been completely written 
off at the end of ten years. 


For income years to June 1957, if 
the taxpayer made no election he 
was deemed to have selected the 
diminishing value basis. He could 
change to the straight line method 
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at any time, by election, but having 
done so, was not permitted to revert 
to the diminishing value basis with- 
out special leave from the Commis- 
sioner. The form of election is 
prescribed in Regulation 7 and a 
rr of it is included in I.T.O. 


The method of allowing deprecia- 
tion was altered considerably in 
November, 1957; the changes appli- 
cable to 1958 are examined below. 


Rates of Depreciation 


The most important change re- 
sulting from the November 1957 
amendments is probably that which 
provides for an increase of 50% in 
the rate of depreciation where the 
diminishing value basis is applied. 


Prior to these amendments, there 
was a substantial difference in the 
amount of the annual allowance in 
the later years of plant life as be- 
tween the two methods already de- 
scribed. Taxpayers tended to select 
the straight line method because a 
greater deduction was allowed over 
a period of years, whether or not 
this method was appropriate, for 
accounting purposes to the class of 
plant or industry involved. 


The effect of the change in in- 
stances where the diminishing value 
method was used is illustrated by the 
following comparison. 

Old Rate New Rate 
Travellers’ cars .... 20% 0 
Office machines ... .... 
General plant 
Staff amenities 

Taxpayers using the straight line 
method will continue on the old 
rates. 


This innovation was recommended 
to the Government in March 1955, 
by the Commonwealth Committee on 
Rates of Depreciation. The com- 
mittee recognised that the two alter- 
native methods permitted a deduc- 
tion of widely different amounts as 
depreciation, and recommended the 
variation of 50% in the rates, to 
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bring reasonable equality under 
either method, at the expiration of 
two-thirds of the effective life. 


The new Australian system pro- 
vides, for example, that if plant is 
depreciated at 15% on the diminish- 
ing value basis, almost 40% of cost 
will have been allowed in the first 
three years, compared with only 
30% if the plant had been depreci- 
ated at 10% on the straight line 
basis. However, the total allowance 
on the straight line basis will over- 
take that on the diminishing value 
basis in the seventh year. 


Thus the “break-even point” is 
reached after two-thirds of the effec- 
tive life of ten years. 


Where plant has an effective life 
of 20 years, the rate allowed is 5% 
on the straight line basis and 74% 
on the diminishing value basis. The 
“break-even point” is reached dur- 
ing the thirteenth year. 


The taxpayer has now a wider 
range of choice in selecting the de 
preciation method appropriate to 
his needs. Under the earlier system, 
the taxpayer was automatically al- 
lowed depreciation on the diminish- 
ing value basis but, if he wished, 
he could elect to use the straight line 
basis. This election applied to the 
whole of his plant. He was not per- 
mitted to use a combination of the 
two. He could elect at any time to 
use the straight line basis, but once 
having used it, he could not revert 
to the diminishing value basis. 


Under the 1957 amendments, the 
taxpayer using the straight line 
basis may revert to the diminishing 
value basis, now or at any future 
time. He thus may avail himself of 
the higher rates applicable to the 
diminishing value basis, equally with 
those who have always used that 
method. 


Further, he may decide to keep 
his existing plant on the straight 
line basis, and use the diminishing 


The Australian Accountant, November, 1958 





ee i a 


—~— - © ma SS 685 os =e =e 


~—> 


value basis only for new plant pur- 
chased after 1 July, 1957. 


The taxpayer who has always 
used the diminishing value basis has 
similar opportunities to change the 
calculation. He may decide to re- 
main on that basis or he may elect 
to use the straight line basis. Alter- 
natively, he may decide to keep his 
old plant on diminished value, and 
use the straight line basis for 
additions. 


The Commissioner must be noti- 
fied where an election is made to 
change the basis and the notice of 
election must be lodged with the 
return of the year to which it first 
applies. The election may be made 
now in respect of the year ended 30 
June, 1958, or it may be made in a 
future year. 


If it is decided to make a change, 
Section 56A should be examined to 
ascertain precisely the _ elections 
necessary to effect it and the cal- 
culations and future prospects 
should be thoroughly examined be- 
fore a change is made. Depreciation 
is allowed only up to the cost of the 
plant and the method selected does 
not affect the total allowance, but 
only the years in which it falls. 


The following example will illu- 
strate some of the points to be con- 
sidered. 

A client moved his factory opera- 
tions from an inner suburb to a 
township beyond the “green belt.” 
He was making reasonable profits 
which were not materially diminished 
by the transfer. 


The new factory cost a great deal 
of money, and it was anticipated 
that his cash resources were going 
to be short for some years. Heavy 
interest was due on borrowed money 
and substantial repayments of prin- 
cipal had to be made. It was there- 
fore essential to keep his tax 
commitment as low as possible for 
the next few years by increased de- 
preciation claims, even though, as 
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the allowance later diminished, tax 
payments would increase. 


Early last year it was decided to 
change to the straight line basis and 
so obtain a greater deduction. Be- 
fore the return was lodged, however, 
the 1957 amendments were an- 
nounced and the client reversed his 
decision and remained on_ the 
diminishing value basis with the 
50% increase in rates. 


In another case, a taxpayer re- 
cently formed a company to operate 
a new business in a new factory. It 
is considered that the company will 
not make a profit until the third 
year of operations and may not be 
taxable until its fifth year. It has 
been decided in this case to adopt 
the straight line basis. 

The effect of using the diminish- 
ing value basis, with the 50% higher 
rates, will only increase the early 
losses for tax purposes without any 
cash benefit. By using the straight 
line method, a greater annual deduc- 
tion will be available when the com- 
pany becomes taxable. The standard 
rate of depreciation on most of the 
plant in this factory is 10% and in 
these circumstances, the annual de- 
duction on the straight line basis 
will exceed that on the diminishing 
value basis in the fourth year. As 
mentioned earlier the total allowed 
will be greater on the straight line 
basis after six years. 


Sale or Disposal of Assets 


Up to 30 June, 1957, depreciation 
recouped on sale of plant on which 
depreciation had been allowed was 
assessable in the year in which the 
plant was sold. This excess of pro- 
ceeds over depreciated value is now 
termed “the balancing charge.” The 
Hulme Committee recognised that 
because of inflation, partly-worn 
plant could be sold for more than 
depreciated value, but that the sur- 
plus thus shown was in most cases 
insufficient to offset the rapidly ris- 
ing cost of replacement. As this 
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surplus was subject to tax, the funds 
available for replacement were seri- 
ously depleted. 

Where plant was insured on a re- 
placement basis, which is becoming 
a common practice, the burden of 
income tax was even more apparent, 
and the attempt to provide funds 
was partially defeated. The effect 
was more serious in the case of in- 
dividuals on graduated rates of tax 
than on companies taxed on a flat 
rate. 


The Hulme Committee recom- 
mended that the system be altered 
to permit the taxpayer, at his op- 
tion, to apply this surplus against 
the replacement cost and the Gov- 
ernment has accepted the recom- 
mendation. 

The present provisions, set out in 
Section 59, require that the balanc- 
ing charge shall be taxable in the 
year of disposal unless the taxpayer 
elects that it shall not be taxed. 


If he makes this election not to 
include it as income, the balancing 
charge shall be applied to reduce 
successively :— 

1. The cost of the replacement unit, 
or if no replacement was pur- 
chased ; 

. The cost of any other unit of 
property purchased during the 
year, or 

. The depreciated values at the be- 
ginning of the year of other units 
of property. 

The effect of the option is there- 
fore to relieve the current year of 
tax on the balancing charge but the 
annual depreciation allowance in 
future years will be diminished to 
some extent. 

In most circumstances, it is prob- 
able that taxpayers will make this 
election, but there may be some oc- 
casions, notably in a year of loss, 
when it may be best to include the 
balancing charge as taxable, as 
shown by the following example. 
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The case concerned a private com- 
pany which is a primary producer, 
The woolshed had been burnt down 
and as a result of the insurance re 
covery, there was a balancing charge 
of about £500. (Graziers are allowed 
depreciation under Section 57AA on 
such buildings.) 


The company is normally profit- 
able but for a number of reasons, 
the taxable income this year was 
only £300 before taking in the 
balancing charge. It is expected that 
normal profits of more than £10,000 
will be earned next year. 


It then appeared that if the 
balancing charge of £500 were in- 
cluded as income this year, it would 
be taxed at 4/6 in £, whereas if 
applied against the cost of the new 
woolshed, the resulting decrease in 
depreciation in future years would, 
in effect, subject the amount of £500 
to tax at 6/6d. in the £, assuming 
profits were high. The company 
could benefit by a tax reduction of 
£50 and in any case could not be 
worse off, even if profits were not 
made next year. 


The figures in this case are small 
but the principle which was brought 
to light could be of great benefit to 
an individual trader in a low income 
year. 


Two further provisions of Section 
59 should be borne in mind. 


Firstly, Sub-section (2B) provides 
that the balancing charge can only 
be applied to reduce the cost of plant 
used wholly for business purposes, 
so that the taxpayer may not use it 
to write down the cost of a replace 
ment motor car if the car is used 
partly for private purposes. 


The second point relates to a re 
placement purchased within two 
years of the disposal. If the tax 
payer has included a_ balancing 
charge as taxable income, that is, he 
has not elected to deduct it from the 
value of other assets, and buys 4 
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replacement unit within two years, 
he may have the earlier assessment 
reduced by deleting the balancing 
charge and applying it against the 
est of the replacement in the later 
year. 

This could have the effect of giv- 
ing him a refund of tax at or about 
the time he purchased the replace- 
ment unit. 

The benefits of these arrange- 
ments would not be available to a 
taxpayer who sold his business and 
retired, unless special provisions 
were made. Accordingly, Section 
59AB was added to the Act in 1957. 


This Section gives a measure of 
relief to individual taxpayers by re- 
ducing the rate of tax on the 
balancing charge. 


The need for this Section arises 
because of the steep rise in the 
graduated rates applying to indivi- 
duals, whereby most of a balancing 
charge could be lost in taxation. The 
allowance of depreciation in earlier 
years may have been made against 
income taxed at a_ substantially 
lower rate. 


In the case of a retirement from 
business, the taxpayer would not be 
purchasing replacements against 
which a balancing charge could be 
offset, so the charge could only fall 
to be taxed in the year of sale. 


The Section applies only to indivi- 
duals (companies are excluded) 
where the disposal of plant results 
in the cessation of a business. It can 
apply to partners or beneficiaries 
under trusts. 

The balancing charge is deemed to 
be abnormal income and if the tax- 
payer makes a request, the rate of 
tax will be fixed by reference to a 
notional income. The notional in- 
come will be one-third of the abnor- 
mal income, plus the other income of 
the year. 

_ The principle of taxing abnormal 
income at a notional rate is not new, 
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and the method applicable to balanc- 
ing charges has many points of 
similarity to:— 

(a) disposal of live-stock by a prim- 
ary producer on a resumption 
or disposal of his business 
where, under either Section 36 
or 160, the relevant period is 
five years; or 

abnormal lump sum earnings 
by an author or inventor where 
under Section 158D the relevant 
period is three years; or 

lease premiums received by a 
texpayer where under Section 
86 the relevant period is half 
the number of years for which 
the lease is granted. 


Section 59AB sets out the method 
of calculating the notional income 
of a person who sells, in the one 
year, his business including plant, 
his invention for a lump sum, and 
his lease for a premium. 


In the treatment of a balancing 
charge, the choice is given the tax- 
payer to carry it forward and not 
to cancel it altogether. If applied 
against a replacement unit, depre- 
ciation is allowed on the cost as so 
reduced, but when that replacement 
unit is eventually sold, the deprecia- 
tion allowance then to be accounted 
for will be:— 

(a) the depreciation actually al- 
lowed on the replacement unit; 
and 

(b) the balancing charge on its pre- 
decessor. 


(b) 


(c) 


The Commissioner’s Rulings as to 
Rates 


The rates shown in ITO 1217 may 
be regarded as standard rates only, 
and may be increased or reduced 
where warranted in special circum- 
stances. It should be remembered 
that if an application is made to the 
Commissioner for higher rates of de- 
preciation, because of special cir- 
cumstances, obsolescence is not re- 
garded as a factor. 
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It is possible that the changes 
made in 1957 as to balancing charges 
and the increase of rates by 50% 
will go some of the way to compen- 
sate for the obsolescence factor. 


The basic question to be deter- 
mined is, “For how many years will 
that plant be effective if maintained 
in reasonably good order and condi- 
tion?” Higher rates are allowed 
automatically where plant is worked 
overtime, on a_ simple formula 
whereby if two shifts are worked, 
the rate is increased by 50% and by 
100% when three shifts are worked. 


In many industries the Commis- 
sioner has set an industry rate 
which applies to the hours normally 
worked. 

These rates, as published in ITO 
1217, are now applicable only where 
the prime cost basis is adopted, and 
if diminished values are used, the 
rates are increased by 50%. 


Quite a number of items are 


shown in this Order as depreciable 
on a replacement basis. This means 


that no deduction is allowed during 
the period of use of the item, but 
when it is worn out and replaced, the 
cost of the replacement is allowed as 
a deduction. This method does not 
appear to be strictly an allowance of 
depreciation as required by the Act, 
but it is a generally acceptable basis, 
particularly as regards small tools, 
which are frequently replaced and 
rarely recorded in detail. 


On the other hand, the cost of jigs 
and dies was formerly allowed on a 
replacement basis and this caused 
some hardship where a new model 
was introduced, but old dies were re- 
tained in store in case of need. The 
1956 revision of ITO 1217 showed 
that the Commissioner recognised 
the difficulty. Application.may now 
be made for an annual rate of de- 
preciation to be set on jigs and dies 
in any particular case. 

Some manufacturers have applied 
for approval to write off jigs and 
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dies over production runs, but from 
available information it seems that 
this has not been allowed. The at. 
titude adopted is that the Act re 
quires an estimate of life to be 
made, and an annual rate deter. 
mined therefrom. It does not permit 
depreciation to be based solely on 
the number of units produced. 


In practice, however, it appears 
that the Commissioner has, in effect, 
granted the application by estimat- 
ing the life of the tool at not much 
longer than its estimated use in pro. 
duction, and both parties have been 
satisfied. 


The Commissioner allows a rate 
of depreciation between 1% and 3% 
on that part of buildings which 
forms an integral part of manv- 
facturing plant, and to foundations 
for plant and machinery. 


Questions involving buildings in- 
tegral with plant must be judged 
individually. The difficulty would 
not exist if depreciation were al- 
lowed on buildings. A number of 
cases have been submitted recently 
to the Commissioner to settle the 
amounts involved before the lodg- 
ment of the tax return. 


If agreement cannot be reached 
in this way, the case can be referred 
to the Board of Review, as the Board 
has all the powers of judgment and 
discretion of the Commissioner. 


Staff Plumbing and Amenities 


Section 54 (2) (c) provides that 
plumbing fixtures and fittings, in- 
cluding wall and floor tiling provided 
principally for the use, for personal 
purposes, of employees, shall be re 
garded as “plant”. The Commis- 
sioner has determined the rate at 
5%. 

Section 55 (2) provides that units 
of property used principally to pro- 
vide clothing cupboards, first-aid, 
rest-room or recreational facilities, 
or meals or facilities for meals, for 
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persons employed by him in his busi- 
ness shall be depreciated at 334%. 

There is a major difference be- 
tween these groups apart from the 
rates allowed. Plumbing fixtures 
are included in Section 54 because 
if it were not so, they would be 
regarded as part of buildings. Cloth- 
ing cupboards and the like are part 
of plant in the ordinary sense, on 
which the special rate of 334% is 
allowed by statute. 


It therefore follows that in deter- 
mining whether an item falls within 
either of these two classes, the 
requirements of the sections must be 
fulfilled rigidly. An example from 
practice will illustrate one aspect. 


In a group of companies, one com- 
pany owned all the real estate in 
which a trading company operated 
as tenant. Extensive improvements 
were made to the plumbing facilities 
and neither company could obtain a 
deduction for depreciation. It was 
not an allowable deduction to the 
property company because it had no 
employees, and it was not allowable 
to the operating company, because it 
did not own the fixtures. Under the 
general law, fixtures of that kind are 
part of the building and therefore 
the property of the owner of the 
building. 

Amenities on which 334% is al- 
lowable must be plant items in the 
ordinary meaning of the word. The 
situation of the statutory provision 
in Section 55 indicates this. 


In another case a company 
claimed that a canteen building and 
sports ground were units of pro- 
perty used principally to provide 
recreational facilities for employees. 
The Board of Review held that no 
depreciation was allowable, because 
the canteen building and _ sports 
ground did not fall within the defini- 
tion of plant in Section 54. 


In amenities blocks where the 
shower rooms and canteen kitchen 
lie side by side under the one roof, 
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and both sides of a dividing brick 
wall are tiled, the tiles in the 
shower are depreciable and those in 
the kitchen are not. 


Primary Producers 

The special provisions for prim- 
ary producers must be mentioned in 
a paper on depreciation but they are 
almost a subject in themselves. The 
Government has published a booklet 
for farmers containing an explana- 
tion of the provisions. 


In addition to farm machinery 
and plant, Section 54 includes as de- 
preciable items all structural im- 
provements other than the farmer’s 
homestead. Were it not for this 
statutory warrant, structural im- 
provements and buildings would be 
treated as part of the land under 
general law. 


The rate of the allowance on plant 
and improvements subject to depre- 
ciation is prescribed at 20% by Sec- 
tion 57AA. The method of calcula- 
tion is the straight line basis. There 
are a number of special provisions 
relating to employees’ housing and 
motor vehicles, but in other respects, 
the allowance is dealt with in the 
same manner as depreciation under 
the other sections of the Act. These 
provisions apply until 30 June, 
1960. 

Conclusion 

The statutory provisions granting 
the allowance for depreciation have 
been outlined. An understanding of 
these provisions is essential for the 
taxpayer to obtain the deductions to 
which he is entitled in the year he 
selects. The overall plan of the sec- 
tions is now fairly flexible, and, if 
proper use is made of the permitted 
options, should provide a degree of 
equity between different taxpayers. 


There is still one major gap in the 
plan. No depreciation is allowed on 
buildings. 
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Nearly all the economically deve- 
loped countries in the world except 
Australia allow depreciation at least 
on industrial buildings. 


The Commonwealth Committee on 
Taxation recommended in 1954 that 
depreciation on buildings should be 
allowed. The Hulme Committee on 
depreciation recommended in 1955 


that it should be allowed and sub- 
mitted a workable formula for com- 
mencing the allowance. 

Five Budgets have been brought 
down since March, 1954, but the 
absence of provision for deprecia- 
tion on buildings is still an outstand- 
ing anomaly. Only strong public 
pressure can correct this state of 
affairs. 





Letter to the Editor 


THE INCREASING 





The Editor, 
Sir, 
Having read Mr. J. B. Swanson’s letter 
in the September issue of our Journal I 
must follow the dog track a little further, 
try to chase away or devour a few hares 
and see if I can catch the dog and put 
him in his kennel. 

Perhaps we should try to look at the 
picture from two aspects; that of the 
economist and that of the businessman 
and see if we can reconcile them with 
Mr. Swanson’s arguments. 

No one will deny that man in the mass 
lives better today than he did 200 years 
ago, and that this has been brought about 
by his inventive genius in exploiting the 
resources of nature. The evolution of the 
machine age, however, has brought about a 
vast transformation in the manner in which 
labour is utilised, and a far greater pro- 
portion of the employed population is en- 
gaged in duties not related directly to 
constructive endeavour. 

Where man used to fashion a_ unit 
laboriously by hand he now presses a 
button. To enable this to be done it is 
necessary to make greater use of the 
things provided by other men and in addi- 
tion the greater complexity of our society 
requires the services of further men and 
what they and their machines produce to 
enable the products to be finally placed into 
the hands of the ultimate consumer. 

So it is accepted that the total price to 
the consumer is made up of our own and 
many other people’s labour and materials 
(and profits). 

Where does this lead us in a competitive 
capitalist economy? We can produce more 
than ever before, a far greater variety of 
articles and place them in the hands of 
the masses because they share in the 
division of the increased wealth. 

Thus a re-orientation of the way man’s 
efforts are utilised allied to the employ- 
ment of automatic processes and the use 
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OVERHEAD BURDEN 


of a greater variety of resources have 
brought about an increase in real wealth. 
This has involved an increase in the ele- 
ments constituting total price which pro- 
portionately has shown a fluctuating but 
inexorable increase. 

Hand-in-hand with this movement, how- 
ever, has grown up a complex economic 
structure requiring man’s utmost skill to 
keep in balance, and not least of his prob- 
lems has been to maintain control of the 
price structure. Who has not heard of 
sent pricing yourself out of the mar- 

et? 

Now to the businessman, his accountant 
and their blocks. We know that the total 
price comprises our own efforts added to 
goods and services the products of others’ 
efforts but it is mostly these others which 
tend to increase and become what I have 
termed the increasing overhead burden. 

Industry endeavours to counteract these 
increasing dishes wherever possible by 
reducing its own food intake, in effect by 
improved methods of manufacture so that 
the total price may be kept as stable as 
conditions will permit. 

If it fails to do so then the overall weight 
will rise (the price structure) and so we 
have increased costs or the added over- 
head burden. 

The fact that we all enjoy a far higher 
standard of living becomes somewhat ir- 
relevant when we ask the harassed manu- 
facturer about the matter to see if he is 
entirely satisfied with all the wonderful 
strides we have made through man’s in- 
ventive genius. His headache is to stay 
in business and wage perpetual warfare 
against other people’s labour and material 
and profits which he must eat, lest these 
become too heavy a meal for him to 
digest. 

Did somebody just whisper that the pos- 
tage rate on some overseas airmail letters 
has recently risen from 2/- to 2/3! 

C. C. SMITH. 
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REGISTER OF MEMBERS 


Listing the names of members of the 
Australian Society of Accountants and of 
The Australasian Institute of Cost 
Accountants who have been advanced 
recently in status with the names of new 
members and those whose names for 
various reasons have been removed from 
the registers. 


Australian Society of 
Accountants 


VICTORIA 


Provisional Associates: Abbott, K. R.; 
Bliss, K. G.; Chan, H. S.; Morton, N. J. L.; 
McPherson, M. A. 


Associates: Barry, H. N.; Beardmore, 
H. S.; Bowler, J. I.; Brown, N. F.; Elliott, 
R.; Howe, D. J. J.; Jones, F. W.; Jonge- 
bloed, G.; Kaine, A. R.; Kirby, B. F.; 
Knight, R. N.; McCormack, L. J.; Nugent, 
P.; Rae, G. L.; Smith, F. W.; Thornton, 
N. C.; Williams, D. McN.; Willis, B. D. 


Admitted as Fellow: Rogers, S. H. 


Advanced to Fellow: Allan, C. M.; 
Hodgkinson, A. C.; Keating, W. E. S.; 
Kidd, F. K.; McDowell, W. W.; Scott, R. 
Warren, H.C. J.3 Wellington, M. B. 


Removed from Dinhiter<Dansenals Ben- 
nett, F. D.; Davidson, V. R.; Dixon, H. B 
Lawson, J. (Miss); Llewellyn, L. i. 
McCrohan, J. R.; Tibbitts, A. P.; West- 
hoven, J. C. Resigned: Brine, R. J.; Cum- 
mings, M.S.; Potier, R. E. A. 


NEW SOUTH WALES 


Provisional Associates: Adams, A. A.; 
Bunn, G. J.; Fisher, W. W.; Hercok, A.; 
Mann, M. A.; Murray, J. B.; Norman, M. 
+ Openshaw, C. F.; Ray, A. L.; Taylor, 


Bongers, K. L.; Claremont, 
Dening, M. J.; Ernst, 
> G.; Everett, K. C.; howeggs A. J. Gage, 
. G.; Gett, H. E.; ’Green, C ; Hallas, 
é C.; Hobbs, D. P.; Hooper, E. “Gis Jeffer- 
son, 5. S.; Jones, i. F.; Joyce, "'M. A..; 
MacAulay, R. Gs MacMillan, P. 
ae M. F.; Mealey, E. G.; Muldoon, 
a ee "N. E.; Primrose, J.; Scully, 
Sedgwick, A. J.3 Sinclair, N. K.; 
Tinmadiase G. N. 


Advanced to Associate: Carr, D. C.; 
Chamberlain, R. oa Marland, K.; Moore, 
R. K.; Mortley, F. H. A.; McMullen, K. A. 


Advanced to Fellow: Allen, D. W.; Gole, 
R. G.; wie F. W.; ar sptanspe Cc. F.; 
Norris, H o ed Webster, R ; 


Associates: 
J. L.; Dawson, N. F.; 
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Removed from Register — Deceased: 
Archinal, H. V.; Barry, A. V.; Bowman, 
A. R.; Dobson, J.; Edwards, C. J. W.; 
Moffat, L. P.; Pauline, H. E. Resigned: 


Cosgrove, J. G.; Frizelle, W. C.; Knight, 


QUEENSLAND 
Provisional Associates: Biddle, I. J. M.; 
Reeves, F. J 


Associates: 
McNeill, I. A.; Robertson, H. D. C.; 
R. A. J. 


Carroll, C.; Dawson, R. S.; 
Street, 


Advanced to Associate: Robinson, B. B. 


Removed from Register — Deceased: 
Wuth, W. G. 


WESTERN AUSTRALIA 
Associates: Callus, A.; Shearer, L. E.; 
Thomas, R. A. 
Advanced to Fellow: Egan, R. H. 


Removed from Register — Deceased: 
Veriopoulos, J. Resigned: Hart, R.; 
Withell, E. L. 


SOUTH AUSTRALIA 
Provisional Associate: Burgess, S. W. 
Associates: Renfrey, A. W.; Rowe, J. W. 


Advanced to Fellow: Lovell, D. J. H.; 
Sneddon, G. W. 


Removed from Register — Deceased: 
Lillecrapp, W. R.; Thornton, J. B. 


TASMANIA 
Associate: Loring, B. P. 


— ¢-— 


Australasian Institute of 
Cost Accountants 


VICTORIA 
Provisional Associates: 
Mackay, A.; Smith, F. C. S 


Associates: Anwyl, R. D.; Batten, K. S.; 
Rodgers, G. C. 


Advanced to Associate: Willey, B. M. 


Removed from Register — Deceased: 
Ridgers, N. F. Resigned: Falconer, L. J. 


NEW SOUTH WALES 


Provisional Associates: Hobbs, D. P.; 
Jensen, P. T 


Associate: Simpson, K. W. S. 
Advanced to Associate: Harrison, G. 


King, W., 
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NEWS AND NOTES 


Australian Society 
of Accountants 


VICTORIA 


Annual Research Lecture: 


Under the auspices of the Victorian Divi- 
sion of the Australian Society of Account- 
ants and the University of Melbourne 
Extension Committee, the nineteenth annual 
research lecture was delivered by Professor 
L. Goldberg, B.A., M.Com., F.A.S.A., Gordon 
L. Wood Professor of Accounting, Univer- 
sity of Melbourne on 8 October. 


Professor Goldberg took as his subject 
“Some Assumptions in Discussions on 
Depreciation” and the interest taken in the 
lecture was demonstrated when it was 
found that the Commerce theatre at the 
University (capacity 230) was too small to 
accommodate all who desired to attend. The 
venue therefore had to be changed to the 
University’s much larger public lecture 
theatre. 

Professor Goldberg’s address was ably 
delivered and his thorough analysis of the 
various aspects of depreciation provided 
those present with a great deal of material 
on which to base further study of the sub- 
ject. 


Monthly Luncheon: 

Sir Peter McCallum, who is chairman of 
the Anti-Cancer Council and a director of 
the Cancer Institute Board, was the guest 
speaker at the Victorian Division’s October 
luncheon held at The Victoria. 

More than 160 members were present and 
they heard Sir Peter McCallum present a 
most interesting survey of his subject, 
“Accounting for Cancer”. He described the 
progress achieved in the study of cancer’s 
cause and treatment and gave details of the 
development of the organisations estab- 
lished to combat cancer in Victoria. He said 
that through the study of the disease its 
many and varied causes had become known, 
and effective treatment of the disease was 
available with good prospect of success, 
particularly where diagnosis recognised 
cancer in its early stage of development. 
Sir Peter McCallum paid a tribute to the 
publie’s generous response for funds to 
fight the disease, and said that the treat- 
ment facilities available in Australia were 
as good as anywhere in the world. 

Mr. E. A. Peverill, President of the Vic- 
torian Division, as chairman of the lun- 
cheon, moved a vote of thanks to the 
speaker. 
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Convention: 

A good attendance has been attracted 
to the Victorian wivision’s Convention— 
currently being held as this issue goes to 
press—at the Australian Administrative 
Staff College, Mt. Eliza. 


The theme of the Convention is “Financ- 
ing a Growing Business” and an interest- 
ing panel of speakers is providing authori- 
tative opinions for the benefit of those 
attending. 


Sporting Activities: 
Members have been advised by circular 
of the forthcoming golf day and bowls even- 


ing to be held on Thursday, November 20, 
and Thursday, December 4, respectively. 


By courtesy of the clubs concerned mem- 
bers will be able to enjoy golf at the Green 
Acres Club’s links and bowls on _ the 
Brighton Club’s greens. Further particu- 
lars may be obtained from the State 
Registrar. 


Personal 


Mr. C. K. Davies, A.A.S A., hon. treasurer 
of The Australian Society of Accountants, 
has been appointed Director of Contracts 
and Assistant Secretary (Supply) of the 
Department of Supply. 


QUEENSLAND 


Members’ Activities: 

A well-known accounting practitioner 
from Sydney, Mr. B. O. Smith, F.A.S.A, 
who is chairman and director of several 
companies, addressed Brisbane members on 
the subject of “Company Resuscitation” on 
9 October. Mr. W. T. Reid, State President 
of the Society, presided at the well-attended 
meeting. In his address, Mr. Smith enumer- 
ated the factors which cause a business to 
decline and discussed the steps which can be 
taken to arrest the slide and place the 
business on a profitable basis. Mr. J. L 
Amies, State Registrar, moved the vote 
of thanks to the speaker. 


Before the lecture, the speaker was the 
guest of the State President and members 
of the Education Committee at dinner at 
the Criterion Hotel. 


The Divisional Council recently formed 
a committee to make a thorough review of 
the present legislation as it relates to Local 
Government auditing and to submit recom- 
mendations on _ desirable amendments. 
Messrs. R. F. Butt and E. N. Ham were 
appointed the Divisional Council’s repre- 
sentatives on the committee. 

Members who are registered Local 
Government auditors have been asked to 
study the existing Act and regulations. 
At a later date they will be requested to 
submit their views on the various points 
raised by the committee. 


The Australian Accountant, November, 1958 





TOWNSVILLE BRANCH 
Educational Activities: 


A lecture on “The Use of Electronics in 
the Office” was given on 21 August by Mr. 
A. G. Hodge, A.A.S.A., branch manager of 
the Mutual Life and Citizens Assurance 
Co. Ltd. Mr. Hodge traced the history of 
communications up to the present-day use 
of electronic equipment. Using a chart, he 
illustrated how figures are modified for 
feeding into an electronic computer, the 
problem the machine is set and how the 
result is decoded. Mr. Hodge quoted figures 
on the speed and capacity of these elec- 
tronic computers as well as explaining the 
legend used for reading punched cards, 
samples of which were distributed to those 
present. Mr. E. D. Bourke, A.A.S.A., a 
member of the Branch Council, thanked 
Mr. Hodge for a most informative and 
absorbing address. 


On 11 September, members and students 
of the Society visited the works of the 
Commonwealth Industrial Gases at Gar- 
butt. Mr. J. Ross, engineer, and Mr. W. 
Beasley, works foreman, conducted the tour 
through the works explaining interesting 
points about the capacity of the plant, 
methods of production and the safety 
measures installed. Mr. J. H. Powers, 
A.A.S.A., on behalf of the Branch Council 
thanked Messrs. Ross and Beasley for their 
help in making the visit a success. 


Cairns Group: 


The October activity of the Cairns Dis- 
cussion Group took the form of a study tour 
of the Commonweaith Trading Bank in 
Cairns. The modern accounting methods 
used, including machine accounting, were 
explained and demonstrated by the bank’s 
manager and assistant manager. 


SOUTH AUSTRALIA 


Members’ Dinner: 


The biennial members’ dinner, held at 
the Myer Apollo Dining Hall on 26 Septem- 
ber, was attended by 180 members. The 
guests included the Premier of South Aus- 
tralia (the Hon. Sir Thomas Playford), the 
Leader of the Opposition in the House of 
Assembly (Mr. M. R. O’Halloran), Sir 
Herbert Mayo, Ald. G. E. Sunter (repre- 
senting the Lord Mayor of Adelaide), the 
president of the Law Society of S.A. (Mr. 
J. L. Travers, Q.C.), the deputy president 
of the Chamber of Manufactures (Mr. Clive 
Corbin), the vice-president of the Chamber 
of Commerce (Mr. John Williams), and 
representatives of kindred organisations. 


The toast to the Society was proposed 
by Sir Herbert Mayo, and the State Presi- 
dent, Mr. C. L. Hargrave, responded. The 
toast “Our Parliaments” was proposed by 
the immediate past president of the South 
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Australian Division, Mr. L. A. Braddock, 
and responses were made by the Premier 
of South Australia and the Leader of the 
Opposition. The State vice-president, Mr. 

Duncan, proposed the toast, “Our 
Guests”, and the responses were made by 
Mr. J. L. Travers, Q.C., and Mr. Clive Cor- 
bin. 

The manner in which the dinner was con- 
ducted and the happy atmosphere which 
prevailed were most gratifying to members 
of the Divisional Council. 


Monthly Luncheons: 


The final luncheon for 1958 will be held 
at the South Australian Railways Refresh- 
ment Rooms on Monday, 24 November. 
Arrangements have been made for the 1959 
series of luncheons to begin on Monday, 
23 February, 1959. 


MT. GAMBIER BRANCH: 


The State President, Mr. C. L. Hargrave, 
Mr. D. P. Williams, and Professor R. L. 
Mathews visited Mt. Gambier Branch on 
4 October, accompanied by Mr. Guy Kerr, 
A.A.S.A., manager of the Sun Insurance 
office, who was guest speaker at a meeting 
of the branch held that evening. Mr. Kerr’s 
remarks on “Insurance in Commerce” 
proved most interesting to members of the 
branch. 


NEW SOUTH WALES 


Temporary Work for Students: 


The Appointments Board of the Univer- 
sity of Sydney, which conducts a casual 
work section for undergraduates, would like 
to hear from anyone who is able to provide 
employment for students during the long 
vacation. 


About 1,500 students are expected to be 
seeking work for some period between the 
end of November and the middle of March. 
They will accept almost any type of 
employment to gain experience and remun- 
eration. 

Students in technical faculties prefer 
work allied to the courses studied, but many 
students have worked in former years as 
clerks, labourers, drivers, salesmen, store- 
men, waiters, attendants, rural workers, 
child-minders, etc. 


Anyone who can use the services of 
students is asked to get in touch with Miss 
Melville at the Appointments Board, Uni- 
versity of Sydney (MW 1720). 


WESTERN AUSTRALIA 
September Luncheon: 


Members thoroughly enjoyed the address 
entitled “The Psychology of Speech” given 
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by Mr. John McGrath, of the Dale Carnegie 
Institute, New York, at the September 
monthly luncheon. 


Appointed Under-Treasurer: 


Our congratulations are tendered to Mr. 
R. J. Bond, A.A.S.A., who has _ been 
appointed to the post of Under-Treasurer 
and Commissioner of Stamps in Western 
Australia, He succeeds another member of 
the Society, Mr. H. W. Byfield, who recently 
retired after 51 years in the W.A. Govern- 
ment service. 


Mr. Bond entered the civil service in 1918 
as a member of the Crown Law Depart- 
ment. In 1930, he was transferred to the 
Treasury and later became secretary to the 
Public Service Commissioner. He was 
appointed the State Superannuation Board’s 
first secretary in 1939. He was secretary 
of the State Housing Commission from 
1944 until he became Under-Secretary for 
Metropolitan Water Supply in 1952. In 1953 
he was made Under-Secretary for Works, 
and remained in that post until he was 
made Deputy-Under-Treasurer in February 
this year. 


Personal: 


Mr. J. McConnell, A.A.S.A., has been 
appointed Assistant Under-Secretary of 
Public Works. 


The following members have been re- 
elected to the Western Australian Council 
of the Taxpayers’ Association:— Mr. R. 
V. Ross, A.A.S.A. (President); Mr. W. N. 
Morriscn, F.A.S.A. (Vice-president) ; and 
Messrs. H. R. C. Adkins, A.A.S.A 
Beasley, F.A.S.A., C. P. Bird, A.AS.A., 
J. . Groom, F.A.S.A., a. Grove, 
A.A.S.A., A. Hulme, FAS.A., R. A. Long, 
A.A.S.A., E. S. Saw, F.A.S.A., and A. G. 
Traine, A.AS.A. Mr. E. H. Wheatley, who 
is a member of the Research Committee 
dealing with the subject “Taxation and the 
Accounting Concept of Business Income”, 
was.re-elected secretary. 


TASMANIA 


Divisional] Council: 


Mr. A. C. Wallace has tendered his resig- 
nation as a member of the Divisional 
Council, owing to pressure of business. His 
resignation was accepted with regret, and 
appreciation was recorded of his services as 
a member of the Divisional Council since 
the inception of the Society. Mr. V. A. 
Benjafield has been appointed to fill the 
vacancy brought about by Mr. Wallace’s 
resignation. 


Theatre Evening: 


On 3 October the Tasmanian Division 
arranged a well-attended theatre evening, 
when members enjoyed a performance of 
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“The Shifting Heart’ at the Theatre Royal, 
This was followed by a buffet supper. The 
State vice-president (Mr. A. H. Braby) told 
members present that he was most gratified 
at the support given this function. 


Reciprocal Arrangements with University 


It has been the practice of the University 
of Tasmania for some years to grant status 
in accountancy and commercial law 
courses to students who had completed the 
examinations of a recognised accountancy 
institute. These courses have been con- 
siderably revised and expanded over the 
last few years and additional lectures and 
tutorial classes have been made possible by 
the appointment of full-time staff in place 
of part-time lecturers. In view of these 
changes, the Faculty of Commerce, early 
this year, set up a committee to review 
the practice of granting status for subjects 
passed with other bodies. 


On the recommendation of this commit- 
tee, the Faculty of Commerce has decided 
that the granting of status in accountancy 
and commercia) law subjects to members 
of recognised accountancy institutes should 
be discontinued in relation to students who 
enrol for the first time in 1960 and subse- 
quent years. In conveying this decision to 
the Society, the Dean of the Faculty ex- 
plained that the object of the Faculty in 
discontinuing this practice was to ensure 
that all students aspiring to the degree of 
Bachelor of Commerce should be required 
to take advantage of the greatly improved 
facilities now available at the University. 
This policy conforms with that followed 
by other Universities in discontinuing 
reciprocal arrangements with recognised 
Institutes after an initial period during 
which Commerce or Economics courses were 
being established. 


—_—— +? 


Australian Accountants’ 
Students’ Society 


QUEENSLAND 


Ipswich Meeting: 

On 30 September, a meeting arranged by 
the Students’ Committee in Brisbane, was 
held at Ipswich. The feature of the evening 
was the playing of two tape recordings on 
the subjects of “Law of Contract” and 
“Bankruptcy Law”. 

The success of the meeting, the first of 
its kind to be held in Ipswich, has en- 
couraged the committee to arrange further 
activities of this kind in Ipswich in the 
coming year. 
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Australasian Institute 
of Cost Accountants 
VICTORIA 


Development of the Victorian Division: 
The Victorian Divisional Council, follow- 
ing a recent review of the activities of the 
Division, has decided to bring into being 
three new committees. This action has been 
taken to enable the Division’s increased 
activities to be conducted on the best pos- 
sible basis for the advancement of cost and 
management accounting in Victoria. 


The new committees and their responsi- 
bilities are: Planning Committee, which is 
to formulate future plans for the develop- 
ment of the Division; Discussion Groups 
Committee to co-ordinate and control the 
various discussion groups already formed; 
Consultative Committee, which is to work 
with Governmental and other bodies on 
matters of cost and management account- 
ing referred to the Institute for advice and 
guidance. 

The six Committees of Council as they 
function at present are as follow: Execu- 
tive, es a omens Finance, Activities, 
Membership Promotion, and Research Con- 
trol. 


President’s Lecture: 


The Australasian President of the Insti- 
tute (Mr. R. F. Jarman) delivered a lecture 
on the subject, “Mechanisation and the 
Cost Accountant” on Tuesday, 18 Novem- 
ber, at the Commerce Theatre, University 
of Melbourne. 


Christmas Luncheon: 


Our Christmas luncheon is to be held on 
Monday, 12 December, at The Victoria when 
the speaker will be Mr. V. L. Solomon, a 
member of the Victorian Divisional Council 
of the Australian Society of Accountants 
and the immediate past president of the 
Division. 


Mount Eliza Convention: 


_ The Division’s second Annual Convention 
is to be held at the Australian Administra- 
tive Staff College, Mount Eliza, from 13 to 
15 May, 1959. The interesting theme of the 
Convention, “A Planned pproach for 
Greater Profits”, will be pm oped by a 
number of leading business men who will 
deliver addresses during the Convention. 


Tasmanian Convention Preliminary 
Announcement: 


Management and cost accountants in 
Tasmania will be interested in the week-end 
convention to be held by the Victorian Divi- 
sion of The Australasian Institute of Cost 
Accountants, in April, 1959, at the Lufra 
Hotel, Eaglehawk Neck. 
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The Convention will have as its central 
theme “What Management Requires of its 
Cost Accountant”. The growth of industry 
in Australia and the increasing size of 
many of our companies have forced major 
changes in the functions of cost account- 
ants, many of whom now have an important 
place in top management. 


The Convention will open with cocktails 
and a formal dinner on Friday, 10 April, 
~ ius end at 2.30 p.m. on Sunday, 12 

pril. 


This is the first Cost Institute Conven- 
tion to be held in Tasmania and everything 
is being done to ensure its success. Further 
details will appear in the next issue of 
The Australian Accountant. 


New Members: 

A further five new members. were 
admitted to our Institute at the October 
meeting of the Divisional Council. Our 
congratulations go to these new members 
whose names are set out on another page 
of this issue. 


The graduation ceremony recently held 
was one of the most important in the Divi- 
sion’s activities for many years. Fifty-two 
new members have been admitted to the 
Victorian Division during the year. The 
graduation function provided an oppor- 
tunity for them to receive their certificates 
from the State President. It is hoped that 
the new members will take an active part 
in the Institute’s various activities. By the 
exchange of ideas with fellow members, by 
pursuing research, and by discussing latest 
overseas trends, new members will gain 
the greatest advantage from the member- 
ship of the Institute. 


Senior Discussion Group: 

A large group of members attended a 
discussion on the subject, “The Cost 
Accountant’s Place in the Profit Squeeze,” 
on 15 October, under the able leadership of 
Mr. A. F. J. Sutherland, hon. treasurer of 
General Council. 


Motor Industry Discussion Group: 


The second monthly meeting of the motor 
industry group was held in September and 
discussion continued on the subject, “Pric- 
ing Policies for Replacement Parts”. 
Accountants in the motor industry are tak- 
ing a lively interest in the discussions and 
any members who are employed in the 
industry and have not as yet attended 
meetings are invited to contact the State 
Registrar. 


Building Industry Discussion Group: 


This group is working closely with the 
Department of Labour and National Service 
and the Master Builders’ Institute in 
research into costs of the home building 
industry in Victoria, 
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Personal: 


Mr. F. Brindley, cost accountant of 
Daylesford Centenary Woollen & Worsted 
Mills, has recently been appointed to the 
Activities Committee. 


QUEENSLAND 


At the Institute’s September lunch hour 
discussion, Mr. N. W. Stitt, a partner of 
Messrs. Thompson Webb & Co., public 
accountants, told members of observations 
made during a trip to the U.S.A. as they 
related to electronic data processing. Last 
year he attended a course in business 
administration in the U.S.A., and while 
there, took the opportunity to investigate 
the development of electronic data process- 
ing equipment by its manufacturers and 
by users. 


NEW SOUTH WALES 


On 29 September, a lecture was given in 
the Stawell Hal] by Mr. J, M. Telfer on the 
subject of “Operations Research”. An audi- 
ence of approximately 80 members was 
privileged to hear an outline of the origins 
and development of this new management 
technique. Mr. Telfer, who is the super- 
visor of operations research, Australian 
Gas Light Co., quoted many examples of 
the practical application of operations 
research, and at the conclusion of his lec- 
ture, answered questions put to him by 
members of the audience. Mr. Telfer’s par- 
ticipation in the New South Wales Research 
Committee on the subject of operations 
research made his lecture of special interest 
to members of the Institute. 





N.S.W. LAND TAX 


The N.S.W. Commissioner of Land Tax 
has issued a complete list of shires and 
municipalities in which valuations have 
altered and will become effective for Land 
Tax purposes for the 1958/1959 Land Tax 
year. The districts in italics are those 
which were included on earlier lists. 


The municipalities of Gerringong, Jam- 
beroo and Murrumburrah and the shires 
of Coff’s Harbour, Illabo and Tallaganda, 
which were formerly valued by the respec- 
tive councils in accordance with Schedule 
III of the Local Government Act, 1919, are 
now being valued by the Valuer General. 


Municipalities and Shires in which Values 
have been altered and are applicable for 
the Land Tax year 1958-1959. 


The following lists comprise the names 
of the district councils and their particular 
riding(s) or ward({s) concerned in paren- 
thesis and the respective effective dates 
of valuation for Land Tax purposes. 


Ashfield (East) 16/9/58; (North-East) 5/9/58; 
(South) 30/5/58; (North) 25/8/58; Auburn 
(First) 5/9/58. 

Ballina 16/5/58; Bankstown (South) 27/11/57; 
Bellingen (“A’’) 18/12/57 (Pt.): Blacktown 
(“B") 17/7/58; Bland 1/1/58; Blaxland (‘‘A*’’) 
17/9/58; (“B"') 10/9/58; (“C") 10/9/58; (“D’") 
15/9/58; (“E”") 8/8/58: (“F’") 15/9/58; (“G") 
18/6/58; Blue Mountains (Springwood) 24/12/57; 
(Lawson) 25/11/57; Bogan 1/1/58 (N Pt.): 
Boolooroo 1/1/58; Boomi 1/1/58; Botany 
(Botany) 12/9/58; (Daceyville) 10/4/58; (ascot) 
12/858; (Ulm) 8/7/58; Byron (“A") 9/10/58; 
(“B") 18/7/58; (°C) 24/7/58; (“D’’) 18/7/58; 
(“E”) 9/10/58. 

Campbelitown 
12/5/58; (South) 
23/12/67; 5 Neh 4/11/57; 
Corowa 13/10/58; Crookwell 
Cud egong (“A", “B”, “cr, 
18/12/57; (“GC”) 20/12/87. 

Drummoyne 13/12/57; Dubbo 3/12/57. 


(Central) 6/6/58 (North) 
16/4/58; Cockburn (“B”"’) 
Cooma 1/1/58 (Pt.); 
(“A") 8/11/57; 
“GA", “GB"’) 
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(“C"') 21/11/53; 
Ar) 12/12/57, 


(“A”) 


3/7/58; 
(Central) 
Hurst. 
11/8/58; 
Junes 


Eurobodalla (“B") 5/11/57; 
(“D”") 27/11/57; (“E") wine 
Fairfleld (Cabra-Vale) 11/11/ 
Gosford (“B’’) 9/12/57; Senda 


21/8/58. 

Holroyd (Central) 8/9/58; (Pitt) 

(Wentworth) 12/8/58; Hunter’s Hill 
(West) 21/3/58; 


5/8/58; (East) 5/8/58: 
vitle (Hurstville) 6/6/58; (Penshurst) 

Jerilderie (“A”, “B”, “C') 20/11/57; 
20/12/57. 

Kempsey 27/6/58; Kogarah (eee, o/a/eie 
Ku-ring-gai (Roseville) 1/4/58 
27/6/58; K yeamba (“A”) 19/11/87: ‘on 
3/12/57. 

Lake Macquarie (‘‘A") 9/7/58; (“B") 11/9/58; 
(“C’’) 9/10/58; Lane Cove (West) 9/9/58; 
Liverpool (East) 19/9/58; (North) 19/9/58; 
(South) 1/8/58. 

Manning 1/1/58; Mullumbimby 8/11/57. 

Narrandera 24/12/57; Newcastle (City) 
7/11/57; North Sydney (Belmore) 11/11/57; 
Nymboida (“A’) 22/11/57; (“8") 65/11/57; 
("0") 28/11/57. 

Parramatta (Granville) 7 ade: (Parramatta) 
23/12/57; Peel (‘‘B’’) 18/9/58 

Queanbeyan 22/7/58; Quirindi 14/5/58. 

Randwick (Gonteat) 13/11/57; (East) a 
(North) 11/12/57; (West) 22/11/57; Ryde (Cen- 
tral) 18/11/57; (East) 23/12/57; Rylestone (“A", 
“B”, “C"’) 4/12 C57. 

Singleton 8/4/58; Stroud (‘A’) 8/8/58; (“B" 
25/9/58: Sutherland ( Sutherland) 27/11/57; 
(Caringbah) 4/11/57; Sydney (Fitzroy) 18/9/58} 


(Paddington) 28/7/58 
Tallaganda (“A”) 7/8/58; ("D") 25/8/58; 
(“B") 8/9/58: ("°C") 8/9/58: Temora 14/7/58; 
Tenterfield (Shire) 1/1/58; Timbrebongie 1/1/58; 
Tomki (“A’’) 13/12/57; (B8") 12/12/57; (“e" 
12/12/57; Tumbarumba (‘‘A” e/a: (“8 
20/12/57; (“C"") 20/12/57: 3/12 
Wagga Wagga 18/12/57 Woness: 1/1/58; 
Warringah (‘‘B") 26/8/58; 5 
Waugoola (‘A’) 20/12/57; 
Wo'longong (First) 27/5/58; 
(Third) 27/8/58; (Fourth) 8/9/58; 
2/10/58; (Twelfth) 27/8/58: (Thirteenth) ie 
(Fourteenth) 7/8/58; ierreonth Wood- 
burn (‘A’) 7/7/58; (“B") 7/7/58; 
Woollahra eee Ca at Bay) 29/8/58; (Dou! 
(Piper) 


Ba 15/10/58; Soe 9/7/58; 
28/6/58; (Vaucluse) 24/9/58 
Yarrowlumia 1/1/58. 
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